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Note 

This  Accounting  Learning  Facilitator's  Manual  contains  answers  to  teacher-assessed  assignments  and  the 
final  test;  therefore,  it  should  be  kept  secure  by  the  teacher.  Students  should  not  have  access  to  these 
assignments  or  the  final  test  until  they  are  assigned  in  a  supervised  situation.  The  answers  should  be  stored 
securely  by  the  teacher  at  all  times. 
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Module  5  Overview 

There  are  basic  accounting  concepts  that  must  be  addressed  in  determining  the  health  of  a  business. 
This  health  is  of  interest  to  various  groups  of  creditors,  investors,  government  agencies,  and,  more 
importantly,  to  the  decision  makers  within  the  business  itself. 

In  this  module  the  student  will  learn  that  comparisons  of  financial  statements  and  ratios  showing  the 
relationship  between  various  accounts  become  very  important  for  proper  and  responsible  accounting 
procedures  in  making  top-level  decisions.  The  student  will  not  only  learn  how  to  draft  financial 
statements  but  will  also  learn  why  ratios  and  comparisons  are  used  to  determine  financial  strength. 

The  concepts  taught  in  this  module  are  outlined  in  the  following  diagram: 


Evaluation 

The  student's  mark  in  this  module  will  be  determined  by  the  work  in  the  Assignment  Booklet.  All 
assignments  must  be  completed.  In  this  module  the  student  is  expected  to  complete  two  section 
assignments.  The  suggested  assignment  breakdown  is  as  follows: 

Section  1  Assigrmient  20% 

Section  2  Assignment  20% 

Section  3  Assignment  30% 

Section  4  Assignment  30% 

Total  100% 
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Possible  Classroom  Openers 

•  Invite  a  guest  speaker  to  explain  the  purpose  of  financial  analysis  in  effective  decision  making. 

•  Discuss  how  the  health  of  a  business  can  be  detennined  by  analysing  financial  data. 

•  Show  a  video  on  the  comparisons  between  a  healthy  business  and  an  unhealthy  business. 

Section  1:  Bad  Debts 

The  basic  goals  of  this  section  are  to  ensure  that  students 

•  learn  how  to  journalize  entries  that  write  off  an  uncollectible  account  using  the  direct  write-off 
method 

•  can  estimate  and  record  bad  debts  expenses 

are  able  to  prepare  an  aging  schedule  to  estimate  the  amount  of  uncollectible  accounts 

Possible  Activities 

•  Prepare  a  bulletin  board  display  of  what  factors  could  cause  a  healthy  business  to  become  unhealthy. 

With  the  use  of  an  overhead  projector,  demonstrate  how  to  prepare  a  schedule  of  accounts  receivable 
by  age. 

•  Analyse  and  demonstrate  the  use  of  the  accounts  receivable  turnover  rate. 
Section  1  Activity  1 

1 .   In  previous  modules  you  were  asked  to  adjust  the  amount  of  Accounts  Receivable  on  the  eight- 
column  worksheet.  Why  does  the  value  of  Accounts  Receivable  shown  on  the  books  of  the  company 
have  to  be  adjusted?  List  at  least  three  reasons. 

The  value  of  Accounts  Receivable  must  be  adjusted  for  the  following  reasons: 

•  to  show  the  true  value  of  an  asset  on  the  balance  sheet 

•  to  inform  potential  buyers  of  the  true  value  of  the  asset 

•  to  allow  for  uncollectible  accounts  to  be  deleted  from  current  records  and  treated  as  a 
deduction  from  Owners'  Equity 
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2.  The  schedule  of  accounts  receivable  by  age  shown  has  been  partially  completed.  Calculate  the  totals 
of  each  column.  Be  sure  to  cross  add  Columns  2  to  5.  The  total  figures  of  Columns  2  to  5  must  equal 
the  total  amount  in  Column  1 . 


 Mau^  31.  19xx  
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3.  Prepare  a  schedule  of  accounts  receivable  by  age  as  of  December  3 1 , 19xx,  using  the  following  data. 
Be  sure  to  list  the  accounts  in  alphabetical  order  by  surname.  All  accounts  are  net  30. 


Customer 

Invoice  Date 

Amount 

Amott,  L. 

Aug.    1, 19xx 

$  80.00 

Campbell,  B. 

Nov.  25, 19xx 

169.50 

Dawson,  P. 

Nov.  28, 19xx 

175.80 

Brewster,  H. 

Oct.  25, 19xx 

50.00 

Hansen,  V. 

Sept.  3, 19xx 

436.79 

Van  Burden,  F. 

Aug.  31, 19xx 

155.00 

Service,  R. 

Dec.   5, 19xx 

213.45 

Olsen,  B. 

Oct.    3, 19xx 

10.90 

Stevenson,  P. 

Sept  25, 19xx 

149.60 

Maddison,  W. 

Aug.  28, 19xx 

200.00 
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Section  1  Activity  2 

1.  If  this  year's  charge  sales  for  Handy  Andy's  Hardware  amounted  to  $2  136.00,  what  is  the  estimated 
amount  of  uncollectible  charge  accounts? 

The  estimated  amount  of  uncollectible  charge  accounts  is  $213.60, 

Amount  =  $2  136.00  x  10% 
=  $213.60 

2.  Use  the  preceding  percentage  table  to  determine  the  total  estimated  amount  of  bad  debts. 

•  Calculate  the  amount  of  uncollectibles  by  multiplying  the  overdue  amount  by  the  rate. 

•  Total  the  estimated  uncollectible  amounts  from  each  of  Columns  2  to  5,  and  write  the  total  in 
the  Account  Balance  column. 
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^otal^adQ^e/^is^  (  cu/d  ^cdu/nrw  2  to-  ^ 
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3.   Using  your  answer  from  Question  2,  identify  the  accounting  entry  required  to  adjust  the  Accounts 
Receivable  asset  account. 


Bad  Debts  Expense 

Allowance  for  Doubtful  Accounts 


Dr 

$18726 


Cr 


$18726 


Section  1  Activity  3 

1 .   What  accounting  entry  should  be  made  if  Handy  Andy 's  uses  the  direct  method  of  writing  off  bad 
debts? 


Bad  Debts  Expense 

Accounts  ReceivablelSwanson 
Accounts  Receivable/ Anderssen 


Dr 

$395W 


Cr 


$350.00 
45.00 


2.   What  accounting  entry  should  be  made  if  Handy  Andy 's  uses  the  allowance  method  of  writing  off 
bad  debts? 


Allowance  for  Doubtful  Accounts 
Accounts  Receivable/ Swanson 
Accounts  Receivable/ Anderssen 


Dr 

$395.00 


Cr 


$350.00 
45.00 
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Section  1  Activity  4 

Use  the  direct  write-off  method  to  answer  Questions  1  to  6. 

1 .   Record  the  entries  from  your  answer  to  Question  1 ,  Activity  3  in  the  T  accounts  shown. 


Accounts  ReceivablelSwanson 


Bal.  350.00 

Bal.  -e- 

350.00 

395.00 

Bad  Debts  Expense 


Accounts  Receivable/Anderssen 


Bal.  45.00 

45.00 

Cash 


2.   Assume  that  a  cheque  for  $200.00  has  been  received  from  Swanson,  whose  account  has  already  been 
written  off.  What  accounting  entry  is  required  to  reestablish  Swanson's  account  receivable? 


Accounts  Receivable/Swanson 
Bad  Debts  Expense 


Dr 

$350.00 


Cr 


$350.00 
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3.   Record  your  answers  from  Question  2  in  the  T  accounts. 


Accounts  Recei\ablelSwanson 


Bad  Debts  Expense 


Bal.  350.00 

350.00 

350.00 

Bal.  -e^ 

395.00 

350.00 

Accounts  ReceivablelAnderssen 


Bal.  45.00 

45.00 

Cash 


4.   What  accounting  entry  is  required  to  record  the  $200.00  cash  received  from  Swanson? 

Dr  Cr 
$200.00 


Cash 

Accounts  Receivable/ Swanson 


$200.00 
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5.   Record  your  answers  from  Question  4  in  the  T  accounts. 


Accounts  ReceivablelSwanson   Bad  Debts  Expense 


Bal.  350.00 

Bal.  ^ 

350.00 

395.00 

350.00 

350.00 

200.00 

Accounts  ReceivablelAnderssen  Cash 


Bal.  45.00 

45.00 

6.   What  is  the  balance  of  the  following  accounts? 

a.  Accounts  Receivable/Swanson  $150.00 

b.  Bad  Debts  Expense  $45.00 
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Use  the  allowance  method  to  answer  Questions  7  to  1 2. 

7.   Record  the  entry  from  your  answer  in  Question  2,  Activity  3  in  the  following 

T  accounts.  Please  note  that  an  allowance  of  $2  000.00  has  been  made  for  other  uncollectible 
accounts. 

Accounts  Receivable/ Swanson   Bad  Debts  Expense  


Bal.  350.00 

350.00 

Bal.  2  000.00 


Accounts  Receivable! Anderssen      Allowance  for  Doubtful  Accounts 


Bal.  45.00 

Bal.  2000.00 

45,00 

395.00 

Cash 


8.  Assume  that  a  cheque  for  $200.00  has  been  received  ftom  Swanson,  whose  account  has  already  been 
written  off.  What  accounting  entry  is  required  to  reestablish  Swanson 's  account  receivable? 

Dr  Cr 

Accounts  Receivable/ Swanson  $350.00 

Allowance  for  Doubtful  Accounts  $350.00 
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9.  Record  your  answers  from  Question  8  in  the  T  accounts. 


Accounts  Receivable/ Swanson 


Bal.  350.00 

350.00 

350.00 

Bad  Debts  Expense 


Bal.  2  000.00 


Accounts  Receivable! Anderssen      Allowance  for  Doubtful  Accounts 


Bal.  45.00 

45.00 

Bal.  2  000.00 

395.00 

350.00 

Cash 


1 0.  What  accounting  entry  is  required  to  record  the  $200.00  cash  received  from  Swanson? 

Dr  Cr 

Cash  $200.00 

Accounts  Receivable! Swanson  $200 .00 
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1 1 .  Record  your  answers  from  Question  1 0  in  the  T  accounts. 

Accounts  Receivable/Swanson  Bad  Debts  Expense 


Bal.  350.00 

350.00 

350.00 

200.00 

Bal.  2  000.00 


Accounts  Receivable/Anderssen      Allowance  for  Doubtful  Accounts 


Bal.  45.00 

45.00 

Bal.  2  000.00 

395.00 

350.00 

Cash 


200.00 


1 2.  What  is  the  balance  of  the  following  accounts? 

a.  Accounts  Receivablc/Swanson  $150.00 

b.  Bad  Debts  Expense  $2  000.00 

c.  Allowance  for  Doubtftil  Accounts  $1 955.00 
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Section  1  Activity  5 

1 .   Calculate  the  collection  period  in  days  for  each  company.  Round  your  answers  to  two  decimal  places. 
(Remember  to  convert  the  total  charge  sales  for  the  year  to  charge  sales  per  day  by  dividing  the 
charge  sales  by  365.) 


Company  A 

Company  B 

Balance,  accounts  receivable  ledger 

$  36  200.00 

$  48  500.00 

Total  charge  sales  for  the  year 

524000.00 

587  000.00 

The  collection  period  for  Company  A  is  2522  days,  and  the  collection  period  for  Company  B  is  30.16 
days. 


Company  A 

Company  B 

(calculations) 

(calculations) 

DaUy  Sales  =  $^^4  000.00 

Daily  Sales  =  '''''' 

365 

365 

=  $1  435.62 

=  $1  608.22 

^       .    o   .  .      $36  200.00 
Collection  Period  =   

^  n    .    o   .  ^      ^5  500.00 
Collection  Period  =  -—  

$1  435.62 

$1  608.22 

=  25.22  days 

=  30.16  days 

2.   Which  company  has  the  better  collection  period? 

Company  A  has  the  better  collection  period  because  it  collects  its  accounts  receivable  5.38  days 
(30.16  -  25.22)  sooner  than  Company  B. 
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Section  1  Follow-up  Activities 

Extra-help  Activities 

Extra-help  Activity  A 

Look  over  the  following  transactions  and  the  matching  T  account  entries. 
19xx 

May   3.     Goods  worth  $500.00  were  sold  to  Harrigan  on  account  on  terms  net  30  days. 

June   5.     Sent  a  letter  to  Harrigan  concerning  her  overdue  account. 

July    5.     Sent  a  collection  letter  to  Harrigan. 

July  31.     MadethededsiontowriteoffHarrigan's  account. 

Aug.  10.     Received  a  cheque  for  $200.00  from  Harrigan. 

Accounts  Receivable/ 

Harrigan    Sales   Bad  Debts  Expense   Cash 


May  3 

500.00 

500.00 

July  31 

500.00 

500.00 

Aug.  10 

500.00 

500.00 

Aug.  10 

200.00 

1 .  Explain  the  effea  (increase/decrease)  of  the  July  3 1  entry  on  the  accounts. 

Accounts  Receivable/ Harrigan  decreased  to  a  nil  balance;  Bad  Debts  Expense  increased  to  a  balance 
of$500.00. 

2.  Explain  the  effect  of  the  August  10  entries  on  the  accounts. 

Accounts  Receivable/ Harrigan  increased  as  it  was  re-established;  then  it  decreased  to  a  balance  of 
$300.00  when  the  payment  was  recorded.  Bad  Debts  Expense  decreased  to  a  nil  balance.  Cash 
increased. 
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3.   Without  referring  to  the  preceding  explanations,  record  the  accounting  entries  for  the  following 
situation.  Use  the  general  journal,  page  1. 

19xx 

Sept.  20.     Wolowsky  bought  $740.00  merchandise  on  account. 

Dec.  3 1 .     After  unsuccessfully  attempting  to  collect  payment  fTX)m  Wolowsky,  management 
decided  to  write  off  his  account. 

19yy 

Feb.    4.     Wolowsky  paid  $100.00  on  account. 


GENERAL  JOURNAL  PAGE  1 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

f.  19xx 
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0 

00 

6 

7 

4 

/ 
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7 

8 

jCccaunts^  ^leceioaAle' /^o/chosAu^ 

1 

0 

0 

00 

8 

9 

9 

10 

10 

Extra-help  Activity  B 

Look  at  the  following  transactions  and  the  matching  T  account  entries.  Compare  the  entries  to  Extra-help 
Activity  A,  where  the  direct  write-off  method  was  used. 


19xx 

May 

3. 

Sold  $500.00  worth  of  goods  to  Harrigan  on  account  on  terms  net  30  days. 

May 

31. 

The  end-of-period  adjustment  of  $865.00  for  bad  debts  was  based  on  1  %  of  change  sales. 

June 

5. 

Sent  a  letter  to  Harrigan  concerning  her  overdue  account. 

July 

5. 

Sent  a  collection  letter  to  Harrigan. 

July 

31. 

Made  the  decision  to  write  off  Harrigan's  account. 

Aug. 

10. 

Received  a  cheque  for  $200.00  from  Harrigan. 
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Accounts 
Receivable/ 
Harrigan 


May 

3 

500.00 

May 

31 

July 

31 

500.00 

Aug. 

10 

500.00 

Aug. 

10 

200.00 

Sales 


500.00 


Bad  Debts 
Expense 


865.00 


Allowance  for 
Doubtful 
Accounts 


Cash 


865.00 

500.00 

500.00 

200.00 

1 .  Explain  the  effea  (increase/decrease)  of  the  May  3 1  entry  on  the  accounts. 
Both  Bad  Debts  Expense  and  Allowance  for  Doubtful  Accounts  increased. 

2.  Explain  the  effect  of  the  July  3 1  entry  on  the  accounts. 

Accounts  Receivable/ Harrigan  decreased  to  a  nil  balance,  and  Allowance  for  Doubtful  Accounts 
decreased  to  a  $365.00  balance. 

3.  Explain  the  effect  of  the  August  1 0  entries  on  the  accounts. 

Accounts  Receivable/ Harrigan  increased  as  it  was  re-established;  then  it  decreased  to  a  balance  of 
$300.00  when  the  payment  was  recorded.  Allowance  for  Doubtful  Accounts  increased  to  a  balance  of 
$865.00. 

4.  Without  referring  to  the  preceding  explanations,  record  the  accounting  entries  for  the  following 
situation  in  the  general  journal,  page  3. 

19xx 

Sept.  20.     Wolowsky  bought  $740.00  merchandise  on  account. 

Oct.  3 1 .     The  end-of-period  adjustment  for  bad  debts  was  based  on  1  %  of  charge  sales  of 
$580000.00. 

Dec.  3 1 .     After  unsuccessfully  attempting  to  collect  payment  from  Wolowsky,  management 
decided  to  write  off  his  account. 

19yy 


Feb.    4.     Wolowsky  paid  $ 1 00.00  on  account. 
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GENERAL  JOURNAL  PAGE  3 
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1 

0 

0 

00 

10 

11 

11 

12 

12 

Enrichment  Activities 


Enrichment  Activity  A 


The  books  for  Canadian  Distributors  show  the  following  current  asset  balances: 


Cash  $135  248.00 

Merchandise  Inventory  356  700.00 

Maiicetable  Securities  50000.00 

Accounts  Receivable  75  800.00 


The  schedule  of  accounts  receivable  by  age  shows  the  following  information  as  of  March  3 1 , 19xx. 


current  (not  overdue)  $58  600.00 

overdue  1  to  30  days  7  700.00 

overdue  3 1  to  60  days  2  600.00 

overdue  6 1  to  90  days  3  200.00 

overdue  more  than  90  days  3  700.00 


1 .   Calculate  the  Allowance  for  Doubtful  Accounts  if  the  uncollectible  percentages  are  set  at  the 
following  rates: 


current  (not  overdue)  1  % 

overdue  1  to  30  days  10% 

overdue  3 1  to  60  days  1 5  % 

overdue  61  to  90  days  25% 

overdue  more  than  90  day s  45  % 
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The  total  Allowance  for  Doubtful  Accounts  is  $4  2 11. 00. 


$58600.00 

X 

1%  = 

$  586.00 

7700.00 

X 

10%  = 

770.00 

2  600.00 

X 

15%  = 

390.00 

3  200.00 

X 

25%  = 

800.00 

3  700.00 

X 

45%  = 

1  665.00 

$4  211.00 

2.   Indicate  how  the  current  assets  will  be  displayed  on  the  balance  sheet. 


Current  Assets 

Cash 

135 

2 

4 

8 

00 

Merchandise  Inventory 

356 

7 

0 

0 

00 

Marketable  Securities 

50 

0 

0 

0 

00 

Accounts  Receivable 

75 

8 

0 

0 

00 

Less:  Allowance  for  Doubtful  Accounts 

4 

2 

1 

1 

00 

71 

5 

8 

9 

00 

Total  Current  Assets 

613 

5 

3 

7 

00 

Enrichment  Activity  B 

1 .   Record  the  journal  entries  required  for  the  following  transactions  and  post  to  the  T  accounts. 
19xx 

Dec.  3 1 .     Uncollectible  accounts  were  estimated  at  3%  of  charge  sales  of  $35  000.00. 
19yy 

Jan.  15.     Wrote  off  an  uncollectible  account  of  $350.00  for  a  customer,  K.  Landry. 

Feb.  10.     Payment  in  full  was  received  from  K.  Landry. 

June  26.     Wrote  off  an  uncollectible  account  for  S.  Arandi,  $245.00. 

Dec.  3 1 .     Uncollectible  accounts  were  estimated  to  be  $8  000.00,  and  the  necessary  adjusting  entry 
was  made  to  Allowance  for  Doubtful  Accounts.  (Hint:  Chedc  the  T  account  balances.) 


Accounting  30 


17 


Learning  Facilitator's  Manual 


Module  5 


GENERAL  JOURNAL  PAGE  3 


DATE 

APPni  IKIT  TITI  C 

POST, 
ntr. 

DEBITS 

CREDITS 

1 

j; 

I 

0 

5 

0 

00 

1 

o 

I. 

1 

0 

5 

0 

00 

Z 

/5 

3 

5 

0 

00 

o 

A 
*♦ 

3 

5 

0 

00 

A 

'* 

c 

9 

70 

3 

5 

0 

00 

c 
0 

g 

////              £.    r7i     /  t^/O  /   J  * 

3 

5 

0 

00 

u 

7 

/O 

(5asA/ 

3 

5 

0 

00 

■7 

8 

3 

5 

0 

00 

8 

9 

26 

yC/l(Hi>ance'  ^  Q)au6t^  .Accotm/sy 

^ 

4 

^ 

00 

9 

10 

ytccoants^  ^teceioa/^  /  jCranc/i' 

2 

4 

5 

00 

10 

11 

31 

7 

1 

9 

5 

OQ 

11 

12 

7 

1 

9 

5 

00 

12 

13 

13 

14 

14 

Note:  On  Dec.  31 ,  the  allowance  is  for  $8  000.00,  but  there  is  a  credit  balance  of  $805.00  in  this 
account. 
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Bad  Debts  Expense 


Allowance  for  Doubtful  Accounts 


Dec,  31 

1  050.00 

Dec.  31 

1  050.00 

Jan.  15 

350.00 

Dec.  31 

7195.00 

Feb.  10 

350.00 

June  26 

245.00 

Bal. 

805.00 

Dec.  31 

7195.00 

Accounts  Receivable/Arandi 


Bal. 


245.00 


June  26  245.00 


Accounts  Receivable/ Landry 


Bal. 

350.00 

Jan.  15 

350.00 

350.00 

Feb.  10 

350.00 

Cash 


Feb.  10  350.00 


2.   Calculate  the  collection  period  (in  days)  for  the  following  companies.  State  your  answer  to  the 
second  decimal  place. 

a.   Accounts  Receivable,  balance     $  25  900.00 
Average  annual  charge  sales        726  000.00 


The  collection  period  is  13.02  days. 

$726  000.00 


Charge  Sales  per  Day  = 


365 
$1  989.04 


r  11  ^    i>   •  A      $25  900^0 

Collection  Period  =   

$1  989.04 

=  13.02 
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b.   Accounts  Receivable,  quarterly  balances:  January -March  $240000.00 

April -June  125  000.00 

July  -  September  1 60  000.00 

October  -  December  225  000.00 

Average  annual  charge  sales  $2  500  000.00 

(Hint:  The  first  step  is  to  calculate  the  average  balance  of  Accounts  Receivable.) 
The  collection  period  is  2738  days. 

Average  Accounts    _  $240  000.00  +  $125  000.00  +  $160  000.00  +  $225  000.00 
Receivable  Balance  4 
=  $187  500.00 


r^,         c  1  rx  $2  500  000.00 

Charge  Sales  per  Day  =  

365 

=  $6  849.32 


Collection  Period 


$187  500.00 

$6  849.32 
27.38 


Section  1  Assignment 

The  assignment  and  answers  for  Section  1  are  given  on  the  following  pages.  A  suggested  mark 
distribution  foUows: 

Part  A       10  marks 
B       10  marks 
Total       20  marks 


The  marks  are  also  given  in  the  left  margin  beside  each  question. 


Section  1  Assignment  A 


Instructions:  •  Prepare  a  schedule  of  accounts  receivable  by  age  for  December  31,  19xx.  Arrange 
the  customer  accounts  in  alphabetical  order.  Estimated  uncollectible  rates  are  as 
follows: 


current  1% 

1-30  days  2% 

3 1-60  days  5% 

61-90  days  10% 

over  90  days  30% 
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The  term  of  payment  is  1/10,  «/30.  Round  your  answers  to  two  decimal  places. 


Customer 

Invoice  Date 

Amount 

Clarkson 

Aug.  14 

$265.80 

Lewis 

Dec.  4 

120.00 

Zamboni 

Nov.  25 

65.30 

Clarkson 

Nov.  5 

25.99 

Bhatia 

Oct.  20 

119.20 

Lombardi 

Sept.  10 

45.00 

Grimble 

Nov.  2 

340.85 

Volper 

Sept.  29 

145.35 

Zamboni 

Aug.  31 

15.00 

Grimble 

Dec.  10 

25.00 

•  Calculate  the  estimated  amounts  uncollectible,  and  record  these  in  each  column. 

•  Calculate  the  total  estimated  amount  uncollectible,  and  record  this  under  the  Account 
Balance  column. 


 Q^ece/n^er- 31 .  19xx  


CUSTOMER 

ACCOUNT 
BALANCE 

NUMBER  OF  DAYS  OVERDUE 

CURRENT 

1-30 

31-60 

61-90 

OVER  90 

\ 

/ 

9 

20 

1 

1 

9 

20 

2 

9 

1 

79 

2 

5 

99 

2 

6 

5 

80 

3 

6 

5 

85 

2 

5 

00 

3 

4 

0 

85 

/ 

2 

0 

00 

1 

2 

0 

00 

4 

5 

00 

4 

5 

00 

/ 

4 

5 

35 

1 

4 

5 

35 

8 

0 

50 

6 

5 

30 

1 

5 

00 

/ 

; 

6 

7 

49 

1 

4 

5 

00 

4 

3 

2 

14 

1 

1 

9 

20 

1 

9 

0 

35 

2 

8 

0 

80 

1% 

2% 

5% 

10% 

30% 

1.45 

8.64 

5.96 

19.04 

84.24 

J  79.33 
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Section  1  Assignment  B 


1 .    Using  the  direa  write-off  method,  record  the  journal  entries  in  the  general  journal  for  the  following 
transactions: 


19xx 

Oct.  24.      Sold  $495.00  on  account  to  Hanover. 
19yy 

Jan.  3 1 .      Wrote  off  Hanover' s  account. 

Feb.  10.      Received  payment  of  $50.00  from  Hanover. 


GENERAL  JOURNAL  PAGE  1 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

Oc/>. 

24 

jCcoHtntsy  ^Uceioa^lc'  /^imoocr^ 

4 

9 

5 

00 

1 

2 

4 

9 

5 

00 

2 

3 

31 

4 

9 

5 

00 

3 

4 

^(caHuitsy  ^teceum6/e'  /^Ixmooer- 

4 

9 

5 

00 

4 

5 

10 

yCcoHmts^  ^UceiaaA/e'  /^Mnaoer^ 

4 

9 

5 

00 

5 

6 

4 

9 

5 

00 

6 

7 

10 

5 

0 

00 

7 

8 

5 

0 

00 

8 

9 

9 

10 

10 

2.   Using  the  allowance  method,  record  the  joumal  entries  in  the  general  journal  for  the  following 
transactions: 

19xx 

Dec.  3 1 .     Estimated  bad  debts  at  the  rate  of  2%  of  charge  sales  is  based  on  the  following 
information: 

Total  sales  $45  000.00 

Cash  sales  27  900.00 

Credit  card  sales  5  400.00 
Charge  sales  1 1  700.00 

19yy 

Apr.  10.      Wrote  off  Zachary 's  account  for  $950.00. 


May  21.     Received  payment  of  $425.00  from  Zachary. 
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GENERAL  JOURNAL  PAGE  1 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

Ji 

2 

4 

UU 

1 

2 

A. 

00 

2 

3 

\0 

9 

5 

0 

00 

3 

4 

.AccotcnCsy  ^leceioa^/^  /  ZacAara^ 

9 

5 

0 

00 

4 

5 

21 

yCccounts^  ^teceuHL^/c'  /  ^xicAaru' 

9 

5 

0 

00 

5 

6 

^A/^Hoance'  /or-  Q}au6t^  yCccotmts^ 

9 

5 

0 

00 

6 

7 

21 

4 

2 

5 

00 

7 

8 

yCcccHmtS' ^ieceioa^  /  ZacAaru^ 

4 

2 

5 

00 

8 

9 

9 

10 

10 

3.   Calculate  the  collection  period,  in  days,  given  the  following  data.  Express  your  answer  to  two 
decimal  places.  Be  sure  to  show  your  calculations. 


Yean 

Year  2 

Accounts  Receivable 

$  14  300.00 

$  18  200.00 

Charge  sales  for  the  year 

734  100.00 

790000.00 

Yearl 

The  collection  period  for  Year  1  is  7.11  days. 

DailySales  =  ^^^^  ^00^0 
365 

=  $2  011.23 

Collection  Period  =  ^ZIM^ 
$2  011.23 

=  7.11 
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Year  2 

The  collection  period  for  Year  2  is  8.45  days. 
$790  000.00 


Daily  Sales 


365 
$2  164.38 


^  /,    •    n   '  ^      57^  280.00 

Collection  Period  =  —  — 

$2  J 64. 38 

=  8.45 


Section  1 :  Total  Marks  20 

Section  2:  Depreciation 

The  basic  goals  of  this  section  are  to  ensure  that  students 

•  can  calculate  depreciation  using  the  straight-line,  units-of-production,  and  capital-cost-allowance 
methods 

•  have  an  understanding  of  depletion  of  intangible  assets 

•  are  able  to  journalize  depreciation  and  depletion  adjustments 

•  learn  how  to  maintain  a  fixed  assets  register 

Possible  Activities 

•  Using  T  accounts,  analyse  the  entries  related  to  depreciation. 

•  Demonstrate  how  to  complete  a  fixed  assets  register. 

•  Prepare  overheads  explaining  the  capital-cost-allowance  method  used  by  Revenue  Canada  for 
taxation  purposes. 

Section  2  Activity  1 

1 .   Can  you  define  the  terms  Current  Assets  and  Fixed  Assets? 

Current  Assets  are  cash  and  other  assets  that  will  be  converted  to  cash  or  used  up  within  one  year. 
Fixed  Assets  are  those  assets  that  will  be  used  for  a  number  of  years. 
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2.   Can  you  identify  the  category  for  each  of  the  following  assets? 


a. 

stapler 

current 

D. 

building 

fixed 

C. 

cash 

current 

d. 

typewriter 

fixed 

e. 

merchandise  inventory 

current 

f. 

land 

fixed 

3.   The  adjusted  value  of  the  typewriter  over  its  lifetime  can  be  displayed  in  chart  fonn.  Complete  the 
following  chart.  The  first  two  years  have  been  done  for  you.  Remember  that  the  amount  of 
depreciation  is  the  same  for  each  year. 


Depreciation  Schedule  -  Strai 

ghMine  Method 

Year 

Caiculation 

Depreciation 

Accumulated 
Depreciation 

Book 
Value 

Jan.  1/82 

purchased 

1200.00 

Dec.  31/82 

1  200.00 
10  yrs. 

120.00 

120.00 

1  080.00 

Dec.  31/83 

same 

120.00 

240.00 

960.00 

Dec.  31/84 

same 

120.00 

360.00 

840.00 

Dec.  31/85 

same 

120.00 

480.00 

720.00 

Dec.  31/91 

same 

120.00 

1200.00 

-0^ 
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4.   Complete  the  chart  using  the  formula  that  includes  the  salvage  value.  Use  the  information  from 
Question  1,  Activity  2. 


Depreciation  Schedule  -  Strai 

ght-line  Method 

Year 

Calculation 

Depreciation 

Depreciation 

DOOK 

Value 

Jan.  1/82 

purchased 

- 

- 

1200.00 

Dec.  31/82 

1  200.00  -  300.00 
JO 

90.00 

90.00 

1 110.00 

Dec.  31/83 

same 

90.00 

180.00 

1  020.00 

Dec.  31/84 

same 

90.00 

270.00 

930.00 

Dec.  31/85 

same 

90.00 

360.00 

840.00 

Dec.  31/91 

same 

90.00 

900.00 

300.00 

5.   Calculate  the  Depreciation  Expense  per  kilometre  for  a  car  that  originally  cost  $25  000.00,  is  expected 
to  operate  for  150  000  km,  and  is  estimated  to  have  a  salvage  value  of  $5  000.00. 

The  Depreciation  Expense  would  be  $0.1 31km. 

n  •  w  IT  -^25  000.00  -  $5  000.00 
Depreciatton  Expense  =   

150  000  km 
^  $20  000.00 

150  000 
=  $0.13 
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6.   Using  the  infonnation  from  Question  5,  complete  the  chart.  Before  calculating  the  depreciation  in 
Year  5,  add  up  the  kilometres  driven  to  date.  You  are  allowed  to  calculate  depreciation  on  a  total  of 
150  000  km  only  (according  to  your  estimate).  The  depreciation  for  Year  5  may  have  to  be  adjusted 
because  the  rate  has  been  rounded  to  the  nearest  cent. 


Depreciation  Schedule  -  Units-of-production  Method 

Year 

Kilometres 
Driven 

Calculation 

Depreciation 

Accumulated 
Depreciation 

Book 
Value 

1 

23  000 

23  000  X  $0.13 

2  990.00 

2  990.00 

22  010.00 

2 

52  000 

52  000  X  0.13 

6  760.00 

9  750.00 

15250.00 

3 

14  000 

14  000  X  0.13 

1  820.00 

11 570.00 

13430.00 

4 

44  000 

44  000  X  0.13 

5  720.00 

17290.00 

7  710.00 

5 

25  000 

17000  X  0.13 

2  710.00* 

20  000.00 

5  000.00 

Note:  Due  to  rounding  off  the  answer  in  Question  5,  the  last  year  must  be  adjusted  so  the  book 
value  at  the  end  of  the  year  is  $5  000.00. 


7.   Calculate  tiie  coital  cost  allowance  for  each  of  the  two  years. 


a.    1988    Purchased  a  taxicab  for  $28  000.00. 


1988 


Step  1:  Undepreciated  capital  cost,  Jan.  1  nil 

Add  cost  of  additions  for  the  year  $28000.00 

Total  undepreciated  capital  cost  for  the  year  28  000.00 

Less  cost  of  additions  divided  by  2  14  000.00 

Base  amount  $14  000.00 


Step  2:  Capital  Cost  Allowance  =  $14  000.00  x  40% 

=  $5  600.00 


Step  3:  Undepreciated  ccpital  cost,  Dec.  31  =  $28000.00  -  $5  600.00 

=  $22  400.00 
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b.    1989    Purchased  a  second  taxicab  for  $27  000.00. 


1989 


Stepl:  Undepreciated  capital  cost,  Jan.  1  $22400.00 

Add  cost  of  additions  for  the  year  27  000.00 

Total  undepreciated  capital  cost  for  the  year  4  900.00 

Less  cost  of  additions  divided  by  2  13  500.00 

Base  amount  $36900.00 

Step  2:  Capital  Cost  Allowance  =  $36900.00  x  40% 

=  $14  760.00 

Step  3:  Undepreciated  capital  cost,Dec.  31  =  $49  400.00  -  $14  760.00 

=  $34  640.00 

8.   The  records  of  Fred's  Electric  Service  show  the  following  fixed  assets  before  the  calculation  of 
depreciation. 

Fixed  Assets        Jan.  1 , 1 9xx    Dec.  31 , 1 9xx 


Furniture  and  Equipment 
Computing  Equipment 
Delivery  Truck 
Building 
Land 


$  3  200.00  $  3  950.00 

-e-  3  000.00 

12000.00  12000.00 

74500.00  74500.00 

25  000.00  25  000.00 


The  following  form  is  a  reproduction  of  the  Capital  Cost  Allowance  Schedule  (Depreciation),  form 
T2132,  and  has  been  partially  completed.  The  fixed  assets  have  been  summarized  on  the  tax  form 
according  to  class  number.  For  each  item  on  the  form,  complete  Columns  5  to  10,  and  enter  the  total 
capital  cost  allowance  in  the  space  provided.  Calculate  depreciation  using  the  capital-cost-allowance 
method. 
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■♦I 


Revenue  Canada 
Taxation 


Revenu  Canada 
Impot 


T2132 
Rev  90 


CAPITAL  COST  ALLOWANCE  SCHEDULE  (DEPRECIATION) 

A  separate  Capital  Cost  Allowance  Schedule  Is  required  for  each  business 


Attach  one  completed  copy  of  this  schedule  to  your  Income  tax  return  and  keep 
a  copy  for  your  records. 

The  1990  Business  and  Professional  Income  Tax  Guide  has  Information  to 
help  you  complete  this  schedule. 


Social  insurance  number 


rr 


I  ■  I  I 


Name 


Postal  code  |      |     |  |  \ 


(1) 

Class 
number 

(2) 

Undepreciated 

capital  cost 
at  t>eginning  of 
1990* 

(3) 

Cost  of  additions 
dunng  1990 
(Area  A  Column  (5)) 

(4) 

Proceeds  Iron 
disposals  dunng 
1990 

(Area  B  Column  (6)) 

(5) 

Undepreciated  capital 
cost  after  additions 
and  disposals 
(Column  (2)  plus 
Column  (3)  less 
Column  (4))" 

(6) 

Enter  1/2  ot  the 
amount.  i(  any.  by 
which  Column  (3) 
exceeds  Column  (4) 
II  Column  (4)  exceeds 
Column  (3).  enter  NIL 

(7) 

Column  (5) 

Column  (6)*" 

(8) 

Rate 

% 

(9) 

Capital  cost  allowance 
tor  1990 
(Column  (8) 

Column  (7) 
or  a  lesser  amount) 

(10) 

Undepreciated  capital 
cost  at  end  of  1990 
(Column  (5)  minus 
Column  (9)) 

3 

7<rl'  S'OO 

3  7^^ 

f 

3  ^oo 

J  9^P 

37^ 

3  ^75- 

/o 

3  ooo 

S  ooo 

/  ^oo 

30 

/  060 

/o 

ooo 

/cZ  ooo 

ooo 

JO 

3  ^oo 

TOTAL 

'  You  must  reduce  the  beginning  undepreciated  capital  cost  of  the  related  properly  by  the  amount  of  any  1989  investment  tax  credit  carried  back  to  other 
years  as  well  as  any  1989  investment  tax  credit  deducted  and/or  refunded  in  1989. 

*  A  negative  amount  in  this  column  must  be  added  to  Income  as  "Recapture."  A  positive  amount  must  be  deducted  from  income  as  a  "Terminal  Loss"  if 
there  is  no  properly  left  in  the  class  "Recapture"  and  "Terminal  Loss"  do  not  apply  to  passenger  vehicles  included  in  Class  10  1 

*  It  you  disposed  of  a  Class  10.1  passenger  vehicle  and  meet  the  conditions  explained  in  Chapter  5  ot  the  1990  Business  and  Professional  Income  Tax  Guide, 
enter  in  this  column  1/2  of  the  amount  from  Column  (2). 


DETAILS  OF  ADDITIONS  AND  DISPOSALS  DURING  1990 


AREA  A -ADDITIONS 


(1) 

Class 
number 

(2) 

Kind  of  properly 

(3) 

Total  cost  ■ 

(4) 

Personal  portion 

(5) 

Business  portion 
(Column  (3)  less 
Column  (4)) 

$  7^0 

$  7SO 

/o 

3  ooo 

3  ooo 

'  Refer  to  Chapter  5  of  the  1990  Business  and  Professional  Income  Tax  Guide  to  determine  the  capital  cost  of  property 


1  AREA  B  -  DISPOSALS 


BUILDINGS 

OTHER  PROPERTY 

(1) 

Class 
number 

(2) 

Kind  of  properly 

(3) 

Proceeds  ot 
disposal 

(4) 

Proceeds  of  disposal 
(Amount  not  to  exceed 
capital  cost) 

(5) 

Personal  portion 
(if  applicable) 

(6) 

Business  portion 
(Column  (3)  or  Column 
(4)  less  Column  (5)) 

A//L 

I  ADDITIONS  AND  DISPOSALS  OF  LAND  DURING  1990 


Additions  Total  cost 
Disposals  Total  proceeds 

(Note  You  cannot  claim  capital  cost  allowance  on  land  ) 
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Section  2  Activity  2 

1 .   Alberta  Oil  Company  pays  $500  000.00  to  acquire  oil  rights  to  a  parcel  of  land  in  Northern  Alberta. 
The  estimated  oil  resource  is  750  000  barrels  according  to  geological  reports.  During  the  year,  a  well 
is  drilled  and  7  500  barrels  of  oil  is  recovered.  At  the  end  of  the  year,  the  company  wishes  to 
calculate  the  Depletion  Expense. 

a.   Calculate  the  rate  of  depletion  using  the  formula  shown  in  Step  1 . 
The  depletion  rate  is  1%. 

Depletion  Rate  =    ^         x  100% 
750  000 


b.  Calculate  the  amount  of  Depletion  Expense  using  the  formula  shown  in  Step  2. 

The  Depletion  Expense  is  $5  000.00. 

Depletion  Expense  =  $500  000.00  x  1% 
=  $5  000.00 

c.  What  is  the  total  estimated  resource  at  the  end  of  the  fiscal  year? 

The  total  estimated  resource  at  the  end  of  the  fiscal  year  is  742  500  barrels. 

Estimated  resource,  beginning  of  the  year  750  000 
Recovered  -  7500 


Estimated  resource,  end  of  the  year  742  500 

d.   What  is  the  undepleted  cost  at  the  end  of  the  fiscal  year? 

The  undepleted  cost  at  the  end  of  the  fiscal  year  is  $495  000.00. 

Cost  $500  000.00 

Depletion  Expense  -  5  000.00 

Undepleted  cost,  end  of  the  year      $495  000.00 

2.   The  next  year,  Alberta  Oil  Company  pumps  out  10  000  barrels. 

a.   Calculate  the  rate  of  depletion.  (Use  your  answer  to  Question  1  .c.) 

The  depletion  rate  is  1.35%. 

Depletion  Rate  =  J^-22L  x  100% 
742  500 

=  1.35% 
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b.   Calculate  the  Depletion  Expense.  (Use  your  answer  to  Question  1  .d) 

The  Depletion  Expense  is  $6  682.50. 

Depletion  E^ense  =  495  000  x  1.35% 
=  $6682.50 


Section  2  Activity  3 

1 .   a.   What  is  the  journal  entry  required  for  depreciation  of  $5  400.00  on  a  vehicle  with  an  original  cost 
of  $27  000.00? 

Dr  Cr 

Depreciation  Expense  $5  400.00 

Accumulated  Depreciation  $5  400.00 

b.   Show  a  partial  balance  sheet  for  this  vehicle. 


Fixed  Assets 

Vehicle 

27 

0 

0 

0 

00 

Less:  Accumulated  Depreciation 

5 

4 

0 

0 

00 

21 

6 

0 

0 

00 

2.   a.   What  is  the  journal  entry  required  for  a  Depletion  Expense  calculated  to  be  $35  000.00  for  oil  and 
gas  lease  ri^ts  costing  $250  000.00? 

Dr  Cr 

Depletion  Expense  $35  000.00 

Accumulated  Depreciation  $35  000.00 

b.  How  would  a  partial  balance  sheet  show  these  oil  and  gas  lease  rights? 


Intangible  Assets 

Oil  and  Gas  Lease 

250 

0 

0 

0 

00 

Less:  Accumulated  Depletion 

35 

0 

0 

0 

00 

215 

0 

0 

0 

00 

Section  2  Activity  4 

1 .   Show  the  journal  entries  needed  to  record  the  discarding  of  a  calculator  on  March  31,1 989.  The 
original  cost  was  $125.00,  and  the  Accumulated  Depreciation  amounted  to  $60.00  as  of 
December  31, 1988.  The  depreciation  rate  was  $20.00  per  year. 
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GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

31 

Q)eJt>reciatioiiy  <S,xit>€n&& 

5 

00 

1 

2 

yCccwTiu/cUe^/' 0at>r€ciatu>n' 

5 

00 

2 

3 

31 

,A£ciwtu/ated  Q)eJ!>r€ciaXion> 

6 

5 

00 

3 

4 

6 

0 

00 

4 

5 

1 

2 

5 

00 

5 

6 

6 

2.   Show  the  journal  entries  needed  to  record  the  sale  of  a  building  on  January  1 , 1 990,  for  $  1 20  000.00. 
The  building  originally  cost  $75  000.00,  and  Accumulated  Depreciation  amounted  to  $18  000.00. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

1 

y(xxuma/ated  Q}e/>recicUiofi/ 

18 

0 

0 

0 

00 

1 

2 

120 

0 

0 

0 

00 

2 

3 

75 

0 

0 

0 

00 

3 

4 

63 

0 

0 

0 

00 

4 

5 

5 

6 

6 

3.  Show  the  joumal  entries  needed  to  record  the  trading  in  of  a  vehicle  plus  a  $3  000.00  cash  payment  to 
purchase  a  new  vehicle  valued  at  $12  000.00  on  January  1, 1989.  TTie  old  vehicle  cost  $9  400.00,  and 
the  Accumulated  Depreciation  as  of  December  31, 1988,  amounted  to  $2  000.00. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

1 

2 

0 

0 

0 

00 

1 

2 

10 

4 

0 

0 

00 

2 

3 

9 

4 

0 

0 

00 

3 

4 

3 

0 

0 

0 

00 

4 

5 

5 

6 

6 

Accounting  30 


32 


Learning  Facilitator's  Manual 


McxJule  5 


Section  2  Activity  5 

1 .  The  following  infonmation  is  available  from  the  records  of  Aijay  *s  Plumbing  Services.  This  business 
uses  the  straight-line  method  of  depreciation.  Assume  that  all  equipment  was  purchased  on  January  1 , 
1989. 


Item 

Office  Equipment 
typewriter 
calculator 

Vehicle 
tmck 
van 


Serial 
Number 


1-453 
BR-23 


Estimated 

Purchase    Estimated  Salvage 
Price  Life  Value 


$  2  000.00 
500.00 


00234  12000.00 
W06879       $15  000.00 


5yrs. 
5  yrs. 

5  yrs. 
5  yrs. 


$  200.00 
nil 

$2000.00 
3  000.00 


Instruction  1:  Prepare  a  fixed  assets  record  for  the  typewriter.  Use  the  steps  that  follow: 

Step  1:  Calculate  the  annual  depreciation  for  the  typewriter  for  1989.  Record  the  amount  in  the 
appropriate  space. 

Step  2:  On  the  first  Une,  record  the  purchase  of  the  typewriter. 

Step  3:  On  the  second  line,  record  the  depreciation  for  1989. 

Step  4:  Calculate  the  Accumulated  Depreciation,  and  enter  it  in  the  appropriate  space. 

Step  5:  Calculate  the  undepreciated  book  value,  and  enter  it  in  the  appropriate  space. 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmpnt       Office  Equipment                        Serial  Number  1-453 

Typewriter  E 

istimated  Life  S 
'stimated  Salva 

►pan  ^y^<^s 

reclation  Method      Straight-line  e 

gpValufi  $200.00 

Amount  $^^-00 

Date 

Explanation 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1-3) 

Jan.  1189 

purchased 

2  000.00 

2  000.00 

Dec.  31189 

annual  depreciation 

360.00 

360.00 

1640.00 
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Instruction  2:  Complete  a  1989  fixed  assets  record  for  each  of  the  other  items  following  the  procedure 
outlined  in  Steps  1  to  5. 


Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmfint       Office  Equipment                       Serial  Number  BR-23 

Calculator  E 

■stimated  Life  S 
■stimated  Salva 

pan  5}'eflr5 

reciation  Method      Straight-line  e 

ge  Value 

Amount  $^00-00 

Date 

Explanation 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1  -3) 

Jan.  1/89 

purchased 

500.00 

500.00 

Dec.  31/89 

annual  depreciation 

100.00 

100.00 

400.00 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmftnt       Vehicle                                  Serial  Number  00234 

Truck  E 

istimated  Life  S 
■stimated  Saivs 

■will  1  ICILWU  ^^CilVC 

pan  5>'gar5 

reclation  Method      Straight-line  e 

gftValiiP      $2  000.00 

Amount      $2  000.00 

Date 

Explanation 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1-3) 

Jan.  1189 

purchased 

12  000.00 

12  000.00 

Dec.  31189 

annual  depreciation 

2  000.00 

2  000.00 

10  000.00 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmfint       Vehicle                                 Serial  Number  H^06579 

Van  E 

istimated  Life  S 
istimated  Salva 

pan  5j^ar5 

reciation  Method      Straight-line  e 

gpVahiP      $3  000.00 

Amount      ^2  400.00 

Date 

cixpianaiion 

1 

Purchase 
Cost 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 

\oOI.  o  +  li; 

4 

Undepreciated 
Book  Value 

y<Aj\.  1  — 

r _„        7 /on 

Jan.  Hoy 

purchased 

15000.00 

75  000.00 

r\  _  _     2  7  /on 

Dec.  5 Hoy 

annual  depreciation 

2400.00 

2400.00 

12  600.00 
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2.   Complete  the  fixed  assets  register  by  transferring  the  information  from  each  of  the  fixed  assets  records 
used  in  Question  1. 


FIXED  ASSETS  REGISTER  for  the  vear  ended       December  31, 1989 

Type 

Serial 
Number 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1-3) 

Ojfice  Equipment 

1-45  J 

2  UOu.OU 

jOU.UU 

JOU.UU 

1  640.00 

dUU.uU 

lUU.UU 

lUU.UU 

Ar\f\  f\f\ 
4UU.UU 

iJttC'tC/lMtiJ 

2  '>nn  on 

460  00 

460  00 

7  040  00 

Vehicle 

00234 

12  000  00 

2  000  00 

2  000  00 

10  000  00 

W06879 

15  000.00 

2  400.00 

2400.00 

12  600.00 

Subtotals 

27000.00 

4  400.00 

4400.00 

22  600.00 

Totals 

29500.00 

4  860.00 

4  860.00 

24  640.00 

3.   Use  the  fixed  assets  register  to  make  the  journal  entry  for  the  depreciation  adjustment. 

GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

51 

4 

8 

6 

0 

00 

1 

2 

yCccumu/ated  Q)e/>reciation'  -  O^^CC'  S^u^t^ment 

4 

6 

0 

00 

2 

3 

yCccamu/ated  Q)e^i>r€CuitiOfv  -  'PeAic/o 

4 

4 

0 

0 

00 

3 

4 

4 

5 

5 

6 

6 
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Section  2  Follow-up  Activities 

Extra-help  Activities 

Extra-help  Activity  A 

A  large  company  purchases  a  mailing  machine.  It  will  be  classified  in  the  Equipment  account. 

•  cost  of  mailing  machine  -  $5  670.00 

•  estimated  useful  life  - 1 5  years 

•  estimated  value  at  the  end  of  15  years  -  $100.00 

1 .   Calculate  the  depreciation  for  Year  1  using  the  straight-line  method. 
The  depreciation  for  Year  1  will  be  $371.33. 

$5  670.00  -  $100.00 


Depreciation  = 


15  yrs. 


=  $371.33 

2.   How  will  the  mailing  machine  be  shown  on  the  balance  sheet  for  Year  1  ? 


Fixed  Assets 

Mailing  Machine 

5 

6 

7 

0 

00 

Less:  Accumulated  Depreciation 

3 

7 

1 

33 

5 

2 

9 

8 

67 

3 .  What  will  the  amount  of  depreciation  be  for  Year  2? 

The  amount  of  depreciation  for  Year  2  will  also  be  $37133.  Depreciation  is  the  same  every  year  with 
the  straight-line  method. 

4.  How  will  the  mailing  machine  be  shown  on  the  balance  sheet  for  Year  2? 


Fixed  Assets 

Mailing  Machine 

5 

6 

7 

0 

00 

Less:  Accumulated  Depreciation 

7 

4 

2 

66 

4 

9 

2 

7 

34 

(Note:  Depreciation  Year  1  +  Depreciation  Year  2  =  Accumulated  Depreciation) 
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Extra-help  Activity  B 

Another  company  purchased  a  mailing  machine  that  was  guaranteed  to  process  250  000  envelopes.  Its 
calculation  for  depreciation  is  done  by  the  units-of-production  method.  The  cost  of  the  machine  was 
$5  700.00,  and  its  estimated  value  at  the  end  of  15  years  is  $100.00. 

1 .  Calculate  the  depreciation  amount  for  processing  one  envelope.  Round  your  answer  to  four  decimal 
places. 

The  amount  of  depreciation  for  processing  one  envelope  is  $0.0223. 

.  .    _  ^       $5  670.00  -  $100.00 

Depreciation  Rate  =   

250  000 

----  $0.0223 

2.  Now  that  the  amount  the  machine  will  decrease  in  value  by  producing  one  envelope  is  known, 
determine  how  much  the  value  will  decrease  for  the  entire  year's  production.  Assume  the  business 
will  run  30  000  envelopes  through  the  machine  in  that  year. 

The  value  will  decrease  $669.00  in  one  year. 

Depreciation  Expense  =  $30  000.00  x  $0.0223 
=  $669.00 

Extra-help  Activity  C 

The  tax  department  requires  one  method  only  for  calculating  net  income  for  tax  purposes.  This  is  called 
the  capital-cost-allowance  method. 

1 .  Explain  the  meaning  of  capital  cost. 

Capital  cost  is  the  amount  of  money  spent  to  purchase  an  asset. 

2.  Suppose  that  Ye  Old  China  Shoppe  purchased  ftimiture  at  a  cost  of  $ 1 5  000.00  during  Year  1 .  Look 
up  the  classification  number  in  the  Capital  Cost  Allowance  (CCA)  Classes  list  included  in  Activity  1. 

a.  The  classification  number  for  the  furniture  is  8. 

b.  The  capital  cost  allowance  rate  for  the  furniture  is  20%. 
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c.  Calculate  the  amount  of  capital  cost  allowance  for  Year  1 . 

Undepreciated  capital  cost,  beginning  of  the  year  nil 

Add  cost  of  additicms  for  the  year  $15  000.00 

Total  undepreciated  capital  cost  for  the  year  75  000.00 

Less  cost  of  additions  divided  by  2  7  500.00 

Base  amount  $  7500.00 

Capital  Cost  Allowance  =  Base  Amount  x  Rate 
=  $7500.00  X  20% 
=  $]  500.00 

d.  Calculate  the  amount  of  undepreciated  capital  cost  at  the  end  of  Year  1  ? 

Undepreciated  capital  cost  for  the  year  $15  000.00 

Less  AUowance  7  500.00 


Undepreciated  capital  cost,  end  of  the  year  $13  500.00 

e.  Calculate  the  coital  cost  allowance  at  the  end  of  Year  2? 

Undepreciated  capital  cost,  beginning  of  the  year  $13  500.00 

Add  additions  nil 

Total  undepreciated  capital  cost  for  the  year  13  500.00 

Less  cost  of  additions  divided  by  2  nil 

Base  amount  $13500.00 

Capital  Cost  Allowance  =  $13500.00  x  20% 
=  $2  700.00 

f.  During  Year  3,  the  business  bought  $4  000.00  worth  of  new  furniture.  Determine  the  total 
undepreciated  capital  cost  of  ftimiture  in  Year  3. 

Undepreciated  capital  cost,  end  of  Year  2  (13500.00  -  2  700.00)  $10  800.00 

Add  cost  of  new  furniture  4  000.00 


Total  undepreciated  capital  cost.  Year  3  $14  800.00 

g.   Calculate  the  capital  cost  allowance  for  Year  3. 

Total  undepreciated  capital  cost  $14  800.00 

Less  additions  divided  by  2  2  000.00 

Base  amount  $12  800.00 

Capital  Cost  Allowance  =  $12  800.00  x  20% 
=  $2  560.00 
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Enrichment  Activities 

Enrichment  Activity  A 

On  July  1, 1983,  A  &  M  Furniture  purchased  a  delivery  truck  for  $35  000.00.  The  business  anticipated 
that  the  truck  will  last  six  years,  after  which  time  it  would  be  worth  $2  000.00. 

1 .  Using  the  straight-line  method,  calculate  the  depreciation  at  year  end  (December  3 1 )  for  each  of  the 
six  years  up  to  June  30, 1989.  Record  your  answers  in  the  chart  provided.  (Note:  Depreciation  for 
the  years  1983  and  1989  is  only  for  half  a  year.) 


Depreciation  Schedule  -  Strai 

ght-line  Method 

Year 

Calculation 

Depreciation 

Accumulated 
Depreciation 

Book 
Value 

July  1/83 

purchased 

35  000.00 

Dec.  31/83 

35  000.00  -  2  000.00 
6  yrs. 

2  750.00 

2  750.00 

32  250.00 

Dec.  31/84 

same 

5500.00 

8250.00 

26  750.00 

Dec.  31/85 

same 

5500.00 

13  750.00 

21  250.00 

Dec.  31/86 

same 

5500.00 

19250.00 

15  750.00 

Dec.  31/87 

same 

5500.00 

24  750.00 

10250.00 

Dec.  31/88 

same 

5500.00 

30250.00 

4  750.00 

June  30/89 

same  (six  months) 

2  750.00 

33  000.00 

2  000.00 

2.   How  would  the  tmck  be  shown  on  the  balance  sheet  for  the  following  years: 
a.   December  3 1,1983 


Fixed  Assets 

Truck 

35 

0 

0 

0 

00 

Less:  Accumulated  Depreciation 

2 

7 

5 

0 

00 

32 

2 

5 

0 

00 
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b.  December  31, 1988 


Fixed  Assets 

Truck 

35 

0 

0 

0 

00 

Less:  Accumulated  Depreciation 

33 

0 

0 

0 

00 

2 

0 

0 

0 

00 

3.   Use  the  capital-cost-allowance  method  to  calculate  the  Depreciation  Expense  for  the  delivery  truck. 
The  truck  is  used  strictly  for  business  purposes.  Detemiine  the  class  and  rate  of  the  vehicle. 
Complete  the  informaticm  required  in  the  following  chart. 


Depreciation  Schedule  -  Capital-cost-allowance  Method 

Year 

Class 

Undepreciated 
Capital  Cost 
Beginning 

Rate 

Capital  Cost 
Allowance 

Undepreciated 
Capital  Cost 
End  of  Year 

July    1/83  purchased 

10 

$35  000.00 

30% 

-0- 

Dec.  31/83 

10 

35000.00 

30% 

10500.00 

24  500.00 

Dec.  31/84 

10 

24  500.00 

30% 

7350.00 

17150.00 

Dec.  31/85 

10 

17150.00 

30% 

5 145.00 

12  005.00 

Dec.  31/86 

10 

12  005.00 

30% 

3601.50 

8403.50 

Dec.  31/87 

10 

8  403.50 

30% 

2  521.05 

5882.45 

Dec.  31/88 

10 

5  882.45 

30% 

1  764.74 

4117.71 

Dec.  31/89 

10 

4117.71 

30% 

1 235.31 

2  882.40 

Enrichment  Activity  B 

1 .   In  1988  Yukon  Gold  Company  bought  the  mining  rights  to  a  parcel  of  land  for  $ 100  000.00. 
Geologists  estimated  that  there  were  2  000  000  g  of  gold  on  the  property.  During  1988  a  mine  was 
developed,  but  no  gold  was  removed.  During  1989, 20  000  g  of  gold  were  recovered  from  the  site, 
and  in  1990, 500  000  g  were  recovered. 

a.   What  was  the  depletion  rate  for  1988? 

The  depletion  rate  for  1988  was  0%  because  no  ore  was  recovered. 
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b.   Calculate  the  depletion  rate  and  Depletion  Expense  for  1989. 


The  depletion  rate  for  1989  was  1%. 


Depletion  Rate  = 


20  OOOg 


X  100% 


2  000  OOOg 


=  1% 


The  Depletion  Expense  for  1989  was  $1  000.00. 

Depletion  Expense  =  $100000.00  x  1% 
=  ^7  000.00 

c.   Calculate  the  depletion  rate  and  Depletion  Expense  for  1 990.  Round  your  answer  to  two  decimal 
places. 

The  depletion  rate  for  1990  was  25.25%. 
Depletion  Rate  =  x  100% 


The  Depletion  Expense  for  1990  was  $28  297.50. 

Depletion  Expense  =  ($100000.00  -  $1  000.00)  x  25.25% 
=  $28297.50 

2.   Bright's  Mineral  Water  Company  produced  the  following  number  of  bottles: 

1988 -50  000  bottles 
1989  -  75  000botaes 

The  bottling  plant,  which  cost  $75  000.00,  is  expected  to  produce  a  total  of  1  000  000  bottles.  The 
business  anticipates  that  the  plant  will  have  a  salvage  value  of  $5  000.00. 

a.   Calculate  the  depreciation  of  the  bottling  plant  for  1988. 

The  depreciation  of  the  bottling  plant  for  1988  was  $4  500.00. 


2  000  OOOg 
=  25.25% 


Depreciation  per  Unit 


$75  000.00  -  $5  000.00 
1  000  000 

$0.07 


Depreciation  Expense 


50  000  X  $0.07 
$4  500.00 
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b.  Calculate  the  depreciation  of  the  bottling  plant  for  1989. 

The  depreciation  of  the  bottling  plant  for  1989  was  $5  250.00. 

Depreciation  Expense  =  75  000  x  $0.07 
=  $5  250.00 


Enrichment  Activity  C 

1 .  Record  the  journal  entries  needed  for  a  desk  that  was  discarded  on  March  31,1 989.  The  original  cost 
was  $525.00,  and  the  Accumulated  Depreciation  amounted  to  $460.00  as  of  December  31 , 1988. 
Annual  depreciation  amounted  to  $40.00. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

May-. 

31 

1 

0 

00 

1 

2 

.Accamu/cUed  Q)^^r€C^atu>f^/ 

/ 

0 

00 

2 

3 

31 

4 

7 

0 

00 

3 

4 

5 

5 

00 

4 

5 

5 

2 

5 

00 

5 

6 

6 

7 

7 

8 

8 

9 

9 

10 

10 

2.  Record  the  journal  entries  needed  for  a  computer  that  was  sold  January  1 , 1990,  for  $3  000.00.  The 
computer  originally  cost  $12  000.00,  and  Accumulated  Depreciation  amounted  to  $6  000.00  as  of 
December  31, 1989. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

1 

yCccumu/ated  Q)e/>r€cia£uHi' 

6 

0 

0 

0 

00 

1 

2 

Q 

0 

0 

00 

2 

3 

3 

0 

0 

0 

00 

3 

4 

12 

0 

0 

0 

00 

4 

5 

5 
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3.   Record  the  journal  entries  needed  for  a  vehicle  that  was  traded  in  plus  a  $ 1 2  000.00  cash  payment  for 
a  new  vehicle  valued  at  $18  000.00  on  January  1, 1989.  The  old  vehicle  cost  $16  000.00,  and  the 
Accumulated  Depreciation  as  of  December  31, 1988,  amounted  to  $1 1  000.00. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

1 

/; 

0 

0 

0 

00 

1 

2 

VeAicU 

17 

0 

0 

0 

00 

2 

3 

16 

0 

0 

0 

00 

3 

4 

12 

0 

0 

0 

00 

4 

5 

5 

6 

6 

Section  2  Assignment 

The  assignment  and  answers  for  Section  2  are  given  on  the  following  pages.  A  suggested  marie 
distribution  follows: 

Part  A  6  marics 

B  6  marks 

C  3  marics 

D  5  marics 

Total  20  marics 

The  marks  are  also  given  in  the  left  margin  beside  each  question. 

Section  2  Assignment  A 

Explain  the  difference  between  depreciation  and  depletion.  Use  examples  of  real-life  situations. 

Depreciation  is  calculated  on  fixed  assets  such  as  Equipment.  Depletion  is  calculated  on  natural 
resources  that  are  used  up  such  as  oil.  These  resources  are  classed  as  intangible  assets. 

What  are  some  similarities  and  differences  between  depreciation  and  capital  cost  allowance?  Use 
specific  examples  to  explain  your  answer. 

Depreciation  and  capital  cost  allowance  are  similar  because  both  are  estimates  of  how  much  value  a 
fixed  asset  loses  during  a  fiscal  period  due  to  aging  or  obsolescence.  They  differ  in  that  only  the 
capital-cost-allowance  method  is  recognized  by  Revenue  Canada  for  determining  depreciation 
expenses.  Also,  for  a  particular  asset,  straight-line  depreciation  remains  the  same  each  year.  Capital 
cost  allowance  decreases  each  year. 
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Section  2  Assignment  B 

1 .  Use  the  straight-line  method  to  calculate  the  annual  depreciation  for  the  assets  listed.  Be  sure  to  show 
all  your  calculations. 

Fixed  Purchase     Estimated  Estimated 

Assets  Price  Life        Salvage  Value 

DeUvery  Equipment     $10  200.00        4yrs.  $600.00 

Office  Equipment  680.00         5yrs.  80.00 

Annual  Depreciation  -  Delivery  Equipment 

The  annual  depreciation  for  Delivery  Equipment  is  $2  400.00. 
$10  200.00  -  $600.00 


Depreciation  = 


4 

$9  600.00 
4 

$2  400.00 


Annual  Depreciation  -  Office  Equipment 
The  annual  de 
Depreciation 


The  annual  depreciation  for  Office  Equipment  is  $120.00. 
$680.00  -  $80.00 


5 

^  $600.00 
5 

=  $120.00 

2.   Detemiine  the  book  value  of  each  asset  at  the  end  of  Year  3.  Show  all  calculations. 

Book  Value  -  Delivery  Equipment 

The  book  value  at  the  end  of  Year  3  is  $7  200.00. 

Depreciation  =  $2  400.00  x  3 
=  $7200.00 

Book  Value  =  $10  200.00  -  $7200.00 
=  $3000.00 

Book  Value  -  Office  Equipment 

The  book  value  at  the  end  of  Year  3  is  $320.00. 

Depreciation  =  $120.00  x  3 
=  $360.00 

Book  Value  =  $680.00  -  $360.00 
=  $320.00 
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Calculate  the  capital  cost  allowance  for  Excavating  Equipment  (Class  38,  Rate  40%)  for  the  years 
1988  and  1989.  (Note:  It  is  not  necessary  to  calculate  the  allowance  for  each  piece  of  equipment  in 
the  same  class.) 


Asset  Purchased 


Amount 


1988  Eaithmover  $150  000.00 
Grader  200  000.00 
Delivery  Truck  20000.00 
Miscellaneous  Excavating  Equipment  50  000.00 

1989  Backhoe  75  000.00 
Capital  Cost  Allowance  - 1988 

The  capital  cost  allowance  for  1988  was  $74  000.00. 

Undepreciated  capital  cost,  beginning  of  the  year 

Add  cost  ofadditions  (150  000.00  +  200  000.00  +  50  000.00) 

Total  undepreciated  capital  cost  for  the  year 
Less  cost  ofadditions  divided  by  2 

Base  Amount 


nil 

$370  000.00 
370  000.00 
185  000.00 

$185  000.00 


Capital  Cost  Allowance  =  $185  000.00  x  40% 
=  $74  000.00 


Note:  The  delivery  truck  is  not  classified  as  Excavating  Equipment. 

Capital  Cost  Allowance  - 1989 

The  capital  cost  allowance  in  1989  was  $133  400.00. 

Undepreciated  capital  cost,  beginning  of  the  year  (370000.00  -  74  000.00) 

Add  cost  of  additions  for  the  year 
Total  undepreciated  capital  cost for  the  year 

Less  cost  ofadditions  divided  by  2 
Base  Amount 


$296000.00 
75  000.00 

$371  000.00 
37500.00 

$333500.00 


Capital  Cost  Allowance  =  $333  500.00  x  40% 
=  $133  400.00 
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4.   Calculate  the  depletion  for  1988  and  1989  ftDm  the  following  data.  Be  sure  to  show  all  your 
calculations. 

1988  •  Estimated  gold  resources  at  35  000  kg. 

•  Removed  ore  estimated  to  contain  1  750  kg  of  gold. 

•  Paid  the  following  costs: 

-  lease  rights  $30  000.00 

-  exploration  $100  000.00 

-  development  and  extraction  $300  000.00 

1989  •  Paid  an  additional  cost  of  $200  000.00  for  development  and  extraction. 

•  Removed  an  estimated  1  750  kg  of  gold. 

Depleti(Mi-1988 

The  Depletion  Expense  for  1988  was  $21 500.00. 

Depletion  Rate  =    ^  x  100% 

35  000  kg 

=  5% 

Total  Costs  =  $30  000.00  +  $100  000.00  +  $300  000.00 
=  $430  000.00 

Depletion  E^ense  =  $430000.00  x  5% 
=  $21  500.00 

Depletion- 1989 

The  Depletion  Expense  for  1989  was  $21  527.95. 

Undepleted  Resource      35  000  kg 
1  750  kg 
33  250  kg 

Undepleted  Cost     $430  000.00 
21 500.00 
$408500.00 


1  750  kQ 

Depletion  Rate  =  —      ^    x  100% 
33  250  kg 

=  5.27% 


Depletion  Expense  =  $408500.00  x  527% 
=  $21  527.95 


Accounting  30 


49 


Learning  Facilitator's  Manual 


Module  5 


Section  2  Assignment  C 

1 .   Show  the  accounting  entry  required  on  February  1 , 1 9xx,  to  record  depreciation  of  $70  000.00  on  a 
building  that  cost  $700  000.00. 


GENERAL  JOURNAL  PAGE 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

/ 

70 

0 

0 

0 

00 

1 

2 

70 

0 

0 

0 

00 

2 

3 

3 

4 

4 

2.  Prepare  a  partial  balance  sheet  as  of  December  3 1 , 1989,  for  Harold's  Hardware  using  the  following 
information: 


Office  Equipment  (purchased  Jan.  1 , 1987)  $  15  000.00 

Office  SuppUes  750.00 

Delivery  Truck  (purchased  Jan.  1 , 1986)  1 8  000.00 

Cash  3  289.00 

Depreciation  -  Office  Equipment  1  500.00/yr. 

Depreciation  -  DeUvery  Truck  3  600.00/yr. 


\c€m6€/-  51.  1989 


Current  yCsse/A' 

(SaxA/ 

3 

2 

8 

9 

00 

7 

5 

0 

00 

d^atal  Current'  yCs&elA' 

4 

0 

3 

9 

00 

15 

0 

0 

0 

00 

jCccif/ruf/ated  Q)ej/t>re(uatiafv  -  O^ce^  (Sait^»ne/if' 

4 

5 

0 

0 

00 

10 

5 

0 

0 

00 

Q)e/u>enp  d^rttcA/ 

18 

0 

0 

0 

00 

yCca/mu/ated  Q)e^i>r€ciatio/v  -  Q)e/a>€r/^  ^rucAy 

14 

4 

0 

0 

00 

3 

6 

0 

0 

00 

^atal  SFurec/'  yCs&elS' 

14 

1 

0 

0 

00 
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Section  2  Assignment  D 


1 .   The  following  information  is  available  from  the  records  of  Handy  Andy ' s  Hardware.  This  company 
uses  the  straight-line  method  of  depreciation. 


Est. 

Serial      Purchase  Est.  Salvage 

Item  Number       Price  Life  Value 

Office  Equipment 

typewriter  AT  836       $  1400.00  5  yrs.      $  200.00 

(purchased  Jan.  1,  1989) 

cash  register  24873  2  500.00  10  yrs.  500.00 

(purchased  July  1, 1989) 

Vehicle 

tmck  023-S-45       16  000.00  5  yrs.       2  000.00 

(purchased  Mar.  31, 1989) 

Instructions: 

•  Prepare  a  fixed  assets  record  for  each  of  die  assets. 

•  Complete  the  record  for  each  asset  for  the  years  ended  December  3 1 , 1 989,  and  December  3 1 , 
1990. 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmfint       Office  Equipment                       Serial  Number  AT836 

Typewriter  E 

istimated  Life  S 

■ctimfltpH  ^fll\/fl 
.oiiiiiaicu  odivo 

pan  ^y^ars 

reciation  Method      Straight-line  e 

gpVflliiP  $200.00 

Amount  $^"^0.00 

Date 

Explanation 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1-3) 

Jan  1189 

purchased 

1400.00 

1400.00 

Dec.  31/89 

annual  depreciation 

240.00 

240.00 

1 160.00 

Dec.  31/90 

annual  depreciation 

240.00 

480.00 

920.00 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inmfint       Office  Equipment                        Serial  Number  24873 

Cash  Register  E 

istimated  Life  S 
istimated  Salva 

►pan      10  years 

reciation  Method      Straight-line  i 

gpV;,hiP  $500.00 

Amount  $^00.00 

Date 

Eynlanatlon 

1 

Pi  irphacp 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Mccumuiaieu 
Depreciation 
^Col  3  +  2^ 

4 

unaepreciaisu 
Book  Value 
(Col  1  -3^ 

July  j/oy 

purchased 

2500.00 

2  500.00 

Dor  ^IISiQ 

annual  depreciation  (six  months) 

100.00 

100.00 

2400.00 

Dpc    ?  IIQO 
LJCL,  jiiyyj 

annual  depreciation 

200.00 

300.00 

2  200.00 
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Type  of  Equ 
Description 
Annual  Dep 

FIXED  ASSETS  RECORD 

inment       Vehicle                                  Serial  Number  023-S-45 

Truck  E 

istimated  Life  S 

■ctimatpH  ^fll\/p 
.oiiiiidicvj  odivc 

pan  5year5 

reciation  Method      Straight-line  e 

gpV;^liiP      $2  000.00 

Amount      $2  800.00 

Date 

Explanation 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

A<v*i  imi  ilatpri 

Depreciation 
(Col.  3  +  2) 

4 

I  JndpnrPTiifltprl 
Book  Value 
(Col.  1-3) 

Mar  31189 

purchased 

16000.00 

16000.00 

Dec.  31/89 

annual  depreciation  (nine  months) 

2100.00 

2100.00 

13  900.00 

Dec.  31190 

annual  depreciation 

2  800.00 

4  900.00 

11 100.00 
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2.   Use  the  information  from  the  three  fixed  assets  records  to  complete  the  following  fixed  assets  register 
for  the  year  ended  December  3 1 , 1990. 


FIXED  ASSETS  REGISTER  for  the  vear  ended       December  31 , 1990 

Type 

Serial 
Number 

1 

Purchase 

Cost 
(Disposal) 

2 

Annual 
Depreciation 
Expense 

3 

Accumulated 
Depreciation 
(Col.  3  +  2) 

4 

Undepreciated 
Book  Value 
(Col.  1-3) 

Office  Equipment 

AT836 

1400.00 

240.00 

480.00 

920.00 

24873 

2  500.00 

200.00 

300.00 

2  200.00 

Subtotals 

3  900.00 

440.00 

780.00 

3  120.00 

Vehicle 

023-S-45 

16000.00 

2  800.00 

4  900.00 

11 100.00 

Totals 

19900.00 

3240.00 

5  680.00 

14  220.00 

3.   Use  the  fixed  assets  register  to  make  the  journal  entry  for  the  depreciation  adjustments  for  1990. 

GENERAL  JOURNAL  PAGE  1 


DATE 

ACCOUNT  TITLE 

POST. 
REF. 

DEBITS 

CREDITS 

1 

^  J99C 

31 

Q^^breccation/  &c^i>ens€'  -  O^ce^  Saitijifment' 

4 

4 

0 

00 

1 

2 

yCccama/ated  Q^eJitreciati^  -  OMce^  <S^ul^i^m^nt' 

4 

4 

0 

00 

2 

3 

31 

2 

8 

0 

0 

00 

3 

4 

2 

8 

0 

0 

00 

4 

5 

5 

6 

6 

Section  2:  Total  Marks  20 
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Section  3:  Projection  of  Profit 

The  basic  goals  of  this  section  are  to  ensure  that  students 

•  know  how  to  determine  the  break-even  point  and  sales  volumes  needed  to  earn  a  profit 

•  are  able  to  calculate  unit  costs,  variable  costs,  fixed  costs,  and  the  contribution  margin 

Possible  Activities 

•  Provide  graph  paper  and  plot  data  showing  various  costs  in  relationship  to  fixed  and  variable  costs. 

•  Discuss  the  concept  of  contribution  margin. 

•  Show  how  to  prepare  comparative  statements  with  the  percentage  of  net  sales  analysis. 

•  Use  annual  reports  of  a  corporation  to  examine  the  use  of  comparative  statements  for  projection 


purposes. 


Section  3  Activity  1 


1 .   Calculate  how  much  revenue  must  be  earned  to  reach  a  break-even  point. 


There  must  be  $2  007.00  revenue  earned  in  order  to  reach  a  break-even  point. 


Paint 
Brushes 

Consumable  Supplies 
Gasoline 

Depreciation  -  Truck 

Telephone 

Labour 


$  800.00 


40.00 
35.00 
22.00 

300.00 
10.00 

800.00 


$2  007.00 


To  calculate  the  cost  of  paint,  the  following  calculations  were  done: 


one  house  =  20L  x  2  coats  x  $10.00/h 
=  $400.00 


two  houses  =  2  X  $400.00 
=  $800.00 
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To  calculate  the  cost  of  labour,  the  following  calculations  were  done: 

one  house  =  40h  x  $10.00/h 
=  $400.00 

two  houses  =  2  X  $400.00 
=  $800.00 

2.  How  much  revenue  must  be  earned  on  each  house  to  reach  the  break-even  point? 
To  reach  the  break-even  point,  $1  003.50  revenue  must  be  earned  on  each  house. 

Revenue  =  ^1^91^. 

2 

=  $1  003.50 

3.  Roy  decides  that  a  profit  of  $400.00  per  house  would  be  reasonable.  How  much  should  Roy  charge 
each  customer? 

Roy  should  charge  each  customer  $1 403.50. 

$1  003.50 
400.00 
$1 403.50 

4.  Prepare  an  income  statement  for  Huxtable 's  Painting  Services  at  the  end  of  the  first  month  of 
operations. 

 ^lurlaMe^  ^cuntui^  *SertHceS'  

 'income'  Statement'  

 ^a/- MontA^  <Sn(/ed  Mmi^  30.  19xx  


^teoenue^ 

^izintina'  tSeroices^  { tiuo-  /uHtses^^ 

2 

8 

0 

7 

00 

&xibenses' 

^cunt'  &cll>ense' 

8 

0 

0 

00 

0rasAesy  <Sj[^>ense' 

4 

0 

00 

&onsiema6^  tSuJU^/ies^  ^Xjitense^ 

3 

5 

QO 

2 

2 

00 

Q^e^freciatlofi/  Sjct^ense^  -  ^rucA/ 

3 

0 

0 

00 

^e/e^i>A(me'  <Sa^>€me' 

1 

0 

00 

8 

0 

0 

00 

^atal  &(^benses^ 

2 

0 

0 

7 

00 

J/el'  Sncome' 

8 

0 

0 

00 
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Section  3  Activity  2 

1 .  During  the  month  of  May  19xx,  Huxtable  Painting  Services  painted  two  houses,  each  100m^  with 
two  coats  of  paint  at  a  cost  of  $  1  407.00.  (Please  refer  to  your  answer  in  Activity  1 ,  Question  1). 

a.  What  was  the  unit  cost  of  painting  one,  lOOm^  house  with  two  coats  of  paint? 
The  unit  cost  of  painting  one,  lOOn^  house  with  two  coats  of  paint  was  $1  003.50. 

UnitCost  =  ^IMM 
2 

=  $1  003.50 

b.  Assume  that  Roy  Huxtable  wanted  to  make  $400,00  profit  on  each  house.  How  much  would 
each  customer  be  charged? 

Roy  would  charge  each  customer  $1  40350  in  order  to  make  a  $400.00  profit  on  each  house. 

$1  003.50 
400.00 
$1 403.50 

2.  Calculate  the  unit  cost  of  brushes  per  house  by  dividing  the  cost  of  brushes  by  the  number  of  houses 
painted. 

The  unit  cost  of  brushes  per  house  is  $20.00. 
UnitCost  = 

2 

=  $20.00 

3.  Examine  the  list  of  expenses  shown  in  the  income  statement  you  prepared  for  Activity  1 ,  Question  4. 

a.  What  two  expenses  will  be  increased  because  Mr.  Chartier's  house  needs  one  additional  coat  of 
paint? 

The  two  expenses  that  will  be  increased  because  Mr.  Chartier's  house  needs  an  additional  coat  of 
paint  are  paint  and  labour. 

b.  The  unit  cost  is  based  on  forty  hours  for  two  coats  of  paint.  Calculate  the  added  cost  of  labour  for 
a  third  coat  of  paint  using  the  rate  of  $  1 0.00  per  hour. 

The  added  cost  of  labour  for  a  third  coat  of  paint  is  $200.00. 

$10. 001  h  X  —  =  $200.00 
2 
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c.  Calculate  the  total  cost  of  painting  Mr.  Chaitier's  house  by  adding  the  unit  cost  and  the  additional 
amounts  for  extra  paint  and  extra  labour. 

The  total  cost  of  painting  Mr.  Chartier's  house  is  $1 403.50. 

$1  003.50 

200.00 

200.00 
$1 403.50 

d.  Assume  that  Roy  Huxtable  makes  a  profit  of  $400.00  on  every  job  regardless  of  what  type  of 
house.  How  much  should  Mr.  Huxtable  charge  Mr.  Chaitiei? 

Roy  should  charge  Mr.  Chartier  $1  803.50  in  order  to  make  a  $400.00 profit. 

$1 403.50 
400.00 
$1  803.50 

4.  Using  the  previous  information,  what  is  the  unit  cost  of  a  dress  before  expenses  in  the  clothing  store? 
The  unit  cost  of  a  dress  before  expenses  is  $40.00. 

UnitCost  =  $10gOM 
100 
=  $40.00 

5.  What  is  the  unit  cost  of  a  dress  after  expenses? 
The  unit  cost  of  a  dress  cfter  expenses  is  $5250. 

UnitCost  -       ^QQ-QQ  ^  ^^^'^^ 
100 

=  $52.50 

6.  What  is  the  unit  selling  price  of  a  dress? 
The  unit  selling  price  of  a  dress  is  $70.00. 

UnitSelling Price  =  000.00 
100 
=  $70.00 
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7.   a.   Calculate  the  total  sales  required  to  maintain  the  same  net  income  by  completing  the  following 
partial  income  statement: 

Sales  $15  000.00 

Cost  of  Goods  Sold  (100  dresses  @  $120.00)  $12  000.00 

Gross  Income  Before  Expenses  3  000.00 

Expenses  (Rent,  Salary,  Utilities)  1  250.00 

Net  Income  $1750.00 


b.  Calculate  the  unit  selling  price  for  each  dress. 
The  unit  selling  price  for  each  dress  is  $150.00. 

Unit  Selling  Price  =  SUMM 
100 

=  $150.00 

c.  Would  you  recommend  to  the  store  manager  that  the  minimum  selling  price  for  each  dress  must 
be  $150.00  in  order  to  maintain  the  same  profit  levels  as  in  the  past? 

Yes,  it  should  be  recommended  to  the  store  manager  that  the  minimum  selling  price  for  each 
dress  must  be  $150.00  in  order  to  maintain  the  same  profit  levels. 
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8.  COTiplete  the  previous  COTiparative  income  statement  by  calculating  the  unit  selling  price,  the 

expense  per  unit  for  each  expense,  the  unit  cost  (total  expenses),  and  the  net  income  per  unit  for  each 
month. 


 ^li/jxta/f/e''s'  ^amtin^  deroicesy  


May 

June 

July 

(2) 

Per  Unit 

(4) 

Per  Unit 

(5) 

Per  Unit 

2 

8 

0 

7 

00 

1 

4 

0 

3 

50 

5 

6 

0 

0 

00 

4 

0 

0 

00 

7 

0 

0 

0 

00 

4 

0 

0 

00 

8 

0 

0 

00 

4 

0 

0 

00 

/ 

6 

0 

0 

00 

4 

0 

0 

00 

2 

0 

0 

0 

00 

4 

0 

0 

00 

4 

0 

00 

2 

0 

00 

2 

5 

00 

6 

5 

0 

QO 

1 

0 

00 

3 

5 

00 

1 

7 

50 

7 

0 

00 

1 

7 

50 

8 

5 

00 

1 

7 

00 

2 

2 

00 

1 

1 

00 

^ 

2 

00 

8 

QQ 

5 

6 

QO 

1 

1 

20 

3 

0 

0 

00 

1 

5 

0 

00 

3 

0 

0 

00 

7 

5 

00 

3 

0 

0 

00 

6 

0 

00 

1 

0 

00 

5 

00 

1 

Q 

00 

2 

1 

0 

QO 

2 

00 

8 

0 

0 

00 

4 

0 

0 

00 

/ 

6 

0 

0 

00 

4 

0 

0 

00 

2 

0 

0 

0 

00 

4 

0 

0 

00 

2 

0 

0 

7 

00 

1 

0 

0 

3 

50 

J 

6 

3 

7 

00 

9 

0 

9 

25 

4 

5 

0 

1 

00 

9 

0 

0 

20 

8 

0 

0 

00 

4 

0 

0 

00 

/ 

9 

6 

3 

00 

4 

9 

0 

75 

2 

4 

9 

9 

00 

4 

9 

9 

80 

9.  The  expenses  that  increase  as  the  number  of  units  increases  are  called  variable  costs.  List  the 
variable  costs  for  Huxtable's  Painting  Services. 

The  variable  costs  for  Huxtable's  Painting  Services  are  as  follows: 

•  paint 

•  consumable  supplies 

•  labour 

•  brushes 

•  gasoline 

10.  The  expenses  that  do  not  change  as  the  number  of  units  increases  are  called  fixed  costs.  List  the 
fixed  costs  for  Huxtable's  Painting  Services. 

The  fixed  costs  for  Huxtable's  Painting  Services  are  as  follows: 

•  depreciation 

•  telephone 


Accounting  30 


61 


Learning  Facilitator's  Manual 


Mcxiule  5 


11.  a.  How  has  the  unit  cost  been  affected  during  the  three  months? 

The  unit  cost  has  been  constantly  decreasing  during  the  three  months. 

b.  How  has  the  unit  selling  price  been  affected  during  the  three  months? 
The  unit  selling  price  has  not  been  affected  during  the  three  months. 

c.  How  has  the  net  income  per  unit  been  affected  during  the  three  months? 

The  net  income  per  unit  has  been  constantly  increasing  during  the  three  months. 

12.  Variable  costs  are  what  percentage  of  total  revenue  in  Huxtable's  May  income  statement? 
Variable  costs  are  6024%  of  total  revenue. 
$1  697.00 


$2  807.00 


X  100%  =  60.24% 


Section  3  Activity  3 

1 .   a.   How  much  will  the  Depreciation  Expense  be  if  Roy  Huxtable  paints  three  houses? 

If  Roy  paints  three  houses,  the  Depreciation  Expense  will  be  $300.00. 

b.   How  much  will  the  Depreciation  Expense  be  if  Roy  Huxtable  does  not  paint  any  houses  during 
the  month? 

If  Roy  doesn't  paint  any  houses  during  the  month,  the  Depreciation  Expense  will  still  be  $300.00. 
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Using  the  previous  three  steps,  determine  how  much  the  Paint  Expense  will  be  if  Roy  Huxtable  paints 
one  house. 


4  000 


0        1         2        3        4        5  6 
Number  of  House  Units 

The  Paint  Expense  for  one  house  unit  will  be  $400.00. 

Plot  a  graph  fix)m  the  following  information  about  Gasoline  Expense: 


Month 

Number  of 
Units 

Gasoline 
Expense 

May 

2 

$22.00 

June 

4 

32.00 

July 

5 

56.00 
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0        1         2        3        4        5  6 
Number  of  House  Units 

4.   Using  the  previous  infoimation,  complete  the  chart  by  estimating  the  cost  per  unit  when  the  following 
number  of  houses  are  painted  each  month. 


Number  of 
Units 

Total 
Cost 

Cost  per 
Unit 

6 

$5400.00 

$900.00 

7 

6200.00 

886.00 

Note:  Your  answers  may  vary  slightly  because  the  graph  is  not  drawn  on  a  precise  scale. 

5.  Roy  contracts  to  paint  several  houses  at  $920.00  each.  How  many  houses  must  Roy  paint  to  reach  a 
break-even  point  per  house?  Use  the  graph  based  on  the  data  from  Question  4.  (Hint:  Remember, 
the  break-even  point  is  when  Revenue  =  Expenses.) 

At  $920.00  unit  costs  on  the  graph,  the  line  graph  will  be  intersected  at  a  point  between  three  and 
four  houses;  thus,  Roy  must  contract  to  paint  four  houses  to  break  even  each  month. 
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6.  If  Roy  paints  six  houses  and  earns  $ 1  300.00  for  each  house,  how  much  profit  or  loss  will  result? 
(First  calculate  the  profit  or  loss  per  house  by  using  the  same  graph;  then  calculate  the  total  on  six 
houses.) 

If  Roy  paints  six  houses  and  earns  $1 300.00 for  each  house,  he  will  have  a  profit  of  $2  400.00. 

Unit  Revenue  $1 300.00 

Unit  Cost  -900.00 

Profit  per  Unit  $400.00 

Number  of  Houses   x6 

Total  Profit  $2400.00 


Section  3  Activity  4 

The  Cozy  Company  manufactures  sleeping  bags.  The  following  information  is  available  about  the 
company's  operations: 

Average  selling  price  per  bag  $  1 25 .00 

Total  variable  costs  per  bag  $75.00 
Total  fixed  costs  per  year         $320  000.00 

1 .  Calculate  the  contribution  margin  per  bag. 

The  contribution  margin  per  bag  is  $50.00. 

Contribution  Margin  =  $125.00  -  $75.00 
=  $50.00 

2.  Calculate  the  contribution  margin  ratio. 
The  contribution  margin  ratio  is  40%. 

$125  00  —  $75  00 

Contribution  Margin  Ratio  =   '■  '■ —  x  100% 

^  $125.00 

=  40% 


AcCOUhJTING  30 


65 


Learning  Facilitator's  Manual 


Module  5 

Section  3  Activity  5 

Use  the  information  and  answers  from  Activity  4,  Questions  1  and  2  to  answer  the  following  questions: 

1 .   Calculate  the  number  of  bags  that  must  be  sold  in  order  to  break  even. 

The  number  of  bags  that  must  be  sold  in  order  to  break  even  is  6  400.  There  are  two  possible  ways  to 
arrive  at  the  answer. 

Solution  1:  Contribution  Margin  =  $320000.00 

$320  000.00 


Number  of  Bags 


$50.00 
6  400 


e  ,  ^.  <,  D  •  /  $^^0  000.00  +  0 
Solution  2:  Required  Sales  =  

40% 

=  $800  000.00 


.J    ,  $800  000.00 

Number  of  Bags  =   

$125.00 

=  6  400 

2.   Calculate  the  dollar  amount  of  Sales  Revenue  that  must  be  earned  in  order  to  break  even. 
In  order  to  break  even,  The  Cozy  Company  must  earn  $800  000.00  in  Sales  Revenue. 

$320  000.00  +  0 


Required  Sales 


40% 
$800  000.00 


Use  the  information  and  answers  from  Activities  4  and  5  to  answer  the  following  questions  for  The  Cozy 
Company. 

3.   Calculate  the  dollar  sales  figure  required  to  earn  a  net  income  of  $250  000.00. 

In  order  to  earn  a  net  income  of  $250  000.00,  a  dollar  sales  figure  of$l  425  000.00  is  necessary. 

RequiredSales  =  ^^^20  000.00  ^  $250  000.00 

40% 
=  $1  425  000.00 
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4.   Calculate  the  number  of  bags  that  must  be  sold  to  eam  a  net  income  of  $250  000.00. 
To  earn  a  net  income  of  $250  000,00, 11 499  bags  must  be  sold, 

$1  425  000.00 


Number  of  Bags 


$125.00 
11  499 


Section  3  Follow-up  Activities 
Extra-help  Activities 

Extra-help  Activity  A 

The  Tradewinds  Company  sells  only  sets  of  luggage.  Information  about  the  product  follows: 

Selling  price  per  unit  $50.00 
Variable  costs  per  unit  $30.00 
Fixed  costs  per  year        $200  000.00 

1 .  Calculate  the  contribution  margin  per  unit  at  the  break-even  point. 

The  contribution  margin  per  unit  at  the  break-even  point  is  $20.00. 

Contribution  Margin  =  $50.00  -  $30.00 
=  $20.00 

2.  Calculate  the  contribution  margin  ratio  per  unit  at  the  break-even  point. 
The  contribution  margin  ratio  per  unit  at  the  break-even  point  is  40%. 

Contribution  Margin  Ratio  =  ^^^'^^  "  ^^^-^^  x  100% 

$50.00 

=  40% 

3.  Calculate  the  Sales  Revenue  needed  to  break  evea 

The  Sales  Revenue  needed  to  break  even  if  the  net  income  is  nil  is  $500  000.00. 

RequiredSales  =  $200  000.00  ^0 
40% 

=  $500  000.00 
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4.   Calculate  the  number  of  units  that  needs  to  be  sold  at  the  break-even  point. 
The  number  of  units  that  needs  to  be  sold  is  10  000. 

$500  000.00 


Sales  Volume  = 


$50.00 
=  10  000 


Extra-help  Activity  B 

Juanita  Meldez  owns  a  delivery  business  and  wants  to  know  how  the  unit  cost  of  driving  the  truck  changes 
as  the  mileage  increases.  She  likes  to  use  graphs  to  help  her  with  calculations.  She  prepared  the  following 
graph  of  total  costs  taken  from  previous  income  statements. 


Total  Costs  =  Variable  Costs  +  Fixed  Costs 


Total 
Costs 

(in 

thousands 
of  dollars) 


60 


50 


40 


30. 


* 

^  ■ 

/ 

/ 

/ 

1^ 

0        20       40       60       80     100      120  140 
Kilometres  Driven  (in  thousands  of  kilometres) 
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Various  distances  in  kilometres  are  given  in  the  chart.  For  the  first  example,  30  000  km,  total  cost  and 
unit  cost  have  been  calculated  by  following  these  steps: 

Step  1:  Locate  30  000  km  driven  on  the  horizontal  scale,  and  place  a  ruler  vertically  at  this  point. 

Step  2:  Follow  the  ruler  until  the  graph  line  is  reached.  Place  an  X  where  the  ruler  intersects  the 
graph  Une. 

Step  3:  Lay  the  ruler  horizontally  at  the  X,  and  follow  the  ruler  until  the  vertical  scale  at  the  left  is 
reached. 

Step  4:  The  total  cost  value  on  the  vertical  scale  will  be  $37  500.00  if  your  ruler  is  property 
positioned. 

1 .  Follow  the  same  steps  to  complete  the  chart  for  the  other  distances  given.  The  unit  cost  is  found  by 
dividing  total  cost  by  the  number  of  kilometres  driven. 


Kilometres 

Totai 

Unit 

Driven 

Cost 

Cost 

30000 

$37  500.00 

$1.25 

15  000 

35  000.00 

2.33 

50000 

41  000.00 

0.82 

80  000 

47000.00 

0.60 

100000 

50000.00 

0.50 

115  000 

52  500.00 

0.46 

130  000 

55  000.00 

0.42 

Note:  Some  of  your  total  costs  may  vary  slightly  because  the  graph  scale  is  not  precise. 

2.  Examine  the  unit  cost  figures  just  calculated.  What  happened  to  the  unit  cost  as  the  mileage  driven  by 
the  tmck  increased? 

The  unit  cost  figures  decreased  as  the  mileage  increased. 
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Enrichment  Activities 

Enrichment  Activity  A 

You  are  starting  up  a  janitorial  business,  and  after  researching  the  competition  and  thinking  about  the 
operation  of  this  business,  you  arrive  at  the  following  figures: 

•  Revenue  from  cleaning  contracts  is  estimated  to  be  $  1 .50/m^  according  to  current  market  prices. 

•  Supplies  Expense  is  estimated  to  be  $0. 1 2An^. 

•  Employees  will  be  paid  by  contraa  and  will  contribute  $0. 1 8/m^  to  variable  costs. 

•  The  equipment  depreciation  is  $  1  000.00  a  year  fixed  cost  plus  $0.05  variable  cost  per  square  metre. 

•  Rent  and  storage  facilities  amount  to  $1  800.00  a  year. 

1 .   Prepare  a  separate  list  (with  totals)  for  each  of  the  following: 
a.   fixed  costs 

The  fixed  costs  are  as  follows: 
Depreciation      $1 000.00 


Rera 
Total 


1800.00 
$2  800.00 


b.   variable  costs 


The  variable  costs  are  as  follows: 


Supplies 
Wages 
Depreciation 
Total 


$0.12lrre 
O.lS/m' 
0.05/n^ 


$0.35/m' 


2.   Calculate  the  contribution  margin  per  square  metre. 


The  contribution  margin  per  square  metre  is  $1.15. 


Contribution  Margin  =  $150  -  $0.35 
=  $1.15 
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3.  Calculate  the  contribution  margin  ratio.  Round  your  answer  to  the  nearest  whole  number. 
The  contribution  margin  ratio  is  77%. 

$1  50  —  $0  35 
Contribution  Margin  Ratio  =  ^  '  ' —  x  100% 

=  77% 

4.  Calculate  the  break-even  point  in  dollars. 
The  break-even  point  is  $3  636.00. 

D     .  jc  I        $2  800.00  +  0 
Required  Sales  =  ^  "^^-^^  

77% 

=  $3  636.00 

5.  Calculate  the  break-even  point  in  the  number  of  square  metres  to  be  cleaned. 
The  break-even  point  in  number  of  square  metres  to  be  cleaned  is  2  424m^. 

$3  636.00 


Sales  Volume 


$1.50 
2  424 


Enrichment  Activity  B 

Guy  Desjarlais  owns  a  moving  company  and  would  like  to  analyse  the  costs  of  operating  his  tmck.  He 
has  taken  the  following  figures  from  income  statements  over  the  past  few  months,  but  he  would  like  to  use 
graphs  to  help  him  understand  what  the  figures  meaa 


Total 

Kilometres 

Month 

Cost 

Driven 

January 

$36000.00 

40000 

February 

40500.00 

70  000 

March 

46  300.00 

110  000 

April 

47  800.00 

120  000 

1 .   Prepare  a  line  graph  with  Total  Costs  on  the  vertical  scale  and  Kilometres  Driven  on  the  horizontal 
scale. 
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Total  Costs  =  Variable  Costs  +  Fixed  Costs 


60 


50 


0        20       40       60       80     100      120  140 
Kilometres  Driven  (in  thousands  of  kilometres) 


2.   Using  information  from  the  graph,  calculate  the  unit  cost  per  kilometre  for  the  distances  listed. 


Kilometres 

Total 

Unit 

Driven 

Cost 

Cost 

30  000 

$35000.00 

$1.17 

15  000 

33000.00 

2.20 

50  000 

37500.00 

0.75 

80  000 

42  000.00 

0.53 

100  000 

44  800.00 

0.45 

115  000 

47000.00 

0.41 

130  000 

49 100.00 

0.38 
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3.   Use  the  preceding  answers  to  prepare  a  line  graph.  The  vertical  scale  is  Unit  Cost  per  Kilometre,  and 
the  horizontal  scale  is  Kilometres  Driven. 


2.20 
2.00 
1.80 
1.60 


Unit  1.40 
Cost 
per 

Kilometre   1  -20 


Cost  per  Kilometre  =  Total  Costs  ^  Kilometres  Driven 


(in 
dollars) 


1.00 
0.80 
0.60 
0.40 
0.20 


X' 

V 

.... 

V- 

\ 

i 

— 

V 

-V 

—A 

Y 
A 

X 

0       10     20     30     40     50      60      70      80      90      100    110    120  130 
Kilometres  Driven  (in  thousands  of  kilometres) 


4.  Guy  enters  into  a  contract  that  cams  $0.75/km  of  moving  distance.  How  many  kilometres  must  Guy 
drive  to  reach  a  break-even  point  per  kilometre?  Use  the  graph  you  prepared  in  Question  3  for  your 
answer.  (Hint:  The  break-even  point  is  when  Revenue  =  Expenses.) 


Guy  must  drive  55  000  km  to  reach  a  break-even  point  per  kilometre. 


5.   Guy  wants  to  increase  his  business  and  advertises  moving  rates  at  $0.50/km.  How  many  kilometres 
must  he  drive  to  reach  a  break-even  point  per  kilometre? 

Guy  must  drive  95  000  km  to  reach  a  break-even  point  per  kilometre. 
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6.   If  Guy  drives  95  000  km  and  earns  $0.75/km,  how  much  profit  or  loss  will  he  make?  Brst  calculate 
the  profit  or  loss  per  kilometre  by  using  the  previous  graph;  then  calculate  the  total  profit  or  loss  on 
the  95  000  km. 

The  total  profit  will  be  $23  750.00. 

Revenue  per  km  =  $0.75 
Cost  per  km  =  $0.50 
Profit  per  km  =  $0.25 

Total  Profit  =95  000  km  x  $0.25 1  km 
=  $23  750.00 


Section  3  Assignment 

The  assignment  and  answers  for  Section  3  are  given  on  the  following  pages.  A  suggested  mark 
distribution  follows: 

Part  A       15  marks 
B       15  marks 
Total       30  marks 

The  marks  are  also  given  in  the  left  margin  beside  each  question. 
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Section  3  Assignment  A 


The  Acme  Furniture  Company  manufactures  office  desks.  The  following  infonnation  is  available  about 
the  company's  operations: 


Acme  Furniture  Company 
Financial  Data 
October  19xx 


Average  Selling  Price  (per  desk)  $  80.00 

Variable  Costs  (per  desk) 

Wages  $  30.00 

Wood  Products  10.00 

Fastening  Supplies  20.00 

Finishing  Supplies  45.00 

Drawer  Pulls  15.00 
Total  Variable  Costs  (per  desk)      $  48.00 

Fixed  Costs  (per  year) 

Rent  28000.00 

Depreciation  -  Equipment  1 8  800.00 

Depreciation  -  Vehicle  2  000.00 

Salary  25  000.00 

Utilities  4000.00 

Insurance  3  400.00 

Janitorial  3  600.00 

Total  Fixed  Costs  (per  year)  $84  800.00 


Use  the  financial  data  to  answer  the  following  questions.  Be  sure  to  show  your  calculations. 

1 .  Calculate  the  contribution  margin  per  desk. 

Contribution  Margin  =  $80.00  -  $48.00 
=  $32.00 

2.  Calculate  the  contribution  margin  ratio. 

Contribution  Margin  Ratio  =  -^^Q-^Q  -  $^8.00  ^ 

$80.00 

=  40% 
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3.  Calculate  the  break-even  point  in  units. 

The  number  of  desks  that  must  be  sold  in  order  to  break  even  is  2  650. 

Contribution  Margin  -  Fixed  Expenses  =  0 

Contribution  Margin  =$84  800.00 

„    .  .       $84  800.00 

Number  of  Desks  =   

$32.00 

=  2  650  desks 

4.  Calculate  the  amount  of  revenue  that  must  be  earned  in  order  to  reach  a  break-even  point. 
The  amount  of  revenue  that  must  be  earned  is  $21  200.00. 

Solution  1:  Required  Sales  =        ^^^'^^  ^  ^ 

40% 

=  $212  000.00 

Solution  2:  Required  Sales  =  2  650  x  $80.00 
=  $212  000.00 

5.  Calculate  the  amount  of  sales  required  to  earn  a  net  income  of  $ 1 60  000.00. 
To  earn  a  net  income  of  $160  000.00,  sales  of  $61 2  000.00  are  required. 

..CI        W  800.00  +  $160  000.00 
Required  Sales  =   

40% 
=  $612  000.00 

6.  Calculate  the  number  of  desks  that  must  be  sold  in  order  to  eam  a  net  income  of  $ 1 60  000.00. 
The  number  of  desks  that  must  be  sold  is  7  650. 

$612  000.00 


Number  of  Desks 


$80.00 
=  7  650  desks 
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7.  Prepare  an  income  statement  for  the  Acme  Furniture  Company  for  the  year  ended  December  3 1 , 
19xx,  based  on  the  sales  you  calculated  in  Question  5. 

 yC<yn&  furniture'  (pcmytHvw^  

 -income'  ^Statement  

 ^ar-  <Sn^ed  Q^ecemler-  31.  19xx  


Sa/e& 

612 

0 

0 

0 

00 

229 

5 

0 

0 

00 

76 

5 

0 

0 

00 

15 

3 

0 

0 

00 

^uiisAino'  KfuJi>^t»/ies^  (Sjc/t^^n^e^ 

34 

4 

2 

5 

00 

11 

4 

7 

5 

00 

367 

2 

0 

0 

00 

28 

0 

0 

0 

00 

Q^^!>r€ciatiofi/  &c/bense'  -  Saa(Jl>ment 

18 

8 

0 

0 

00 

2 

0 

0 

0 

00 

25 

0 

0 

0 

00 

4 

0 

0 

0 

00 

3 

4 

0 

0 

00 

3 

6 

0 

0 

00 

84 

8 

0 

0 

00 

452 

0 

0 

0 

00 

160 

0 

0 

0 

00 
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Section  3  Assignment  B 

The  Alberta  Widget  Co.  sells  widgets.  Information  about  the  product  follows: 

Selling  price  per  unit  $  80.00 
Variable  costs  per  unit  $  50.00 
Fixed  costs  per  month      $2  000.00 


Month 

Number  of 
Widgets  Sold 

January 

50 

February 

80 

March 

95 

April 

70 

May 

100 

Instructions:  Plot  on  the  graph  to  show  the  amount  of  total  costs  for  the  monthly  sales  volumes. 

Label  each  point  with  the  applicable  month.  Draw  a  line  connecting  the  points. 
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2.   According  to  the  graph,  what  will  the  amount  of  total  costs  be  for  forty  units? 
The  total  costs  for  forty  units  will  be  $4  000.00. 
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3.   Use  the  graph  to  calculate  the  total  and  unit  costs  for  the  sales  volumes  given  on  the  chart.  Record 
your  answers  in  the  appropriate  spaces. 


Number  of 

Total 

Unit 

Widgets 

Cost 

Cost 

10 

$2  500.00 

$250.00 

20 

3000.00 

150.00 

40 

4  000.00 

100.00 

50 

4  500.00 

90.00 

70 

5500.00 

79.00 

100 

7000.00 

70.00 

120 

8000.00 

67.00 

130 

8500.00 

65.00 

140 

9  000.00 

64.00 
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4.   Draw  a  line  graph  that  shows  how  the  unit  cost  changes  as  the  sales  volume  increases. 


350 


300 


250 


200 


150 


100 


50 


0     10    20    30    40     50    60     70    80    90    100  110  120  130  140 

Number  of  Widgets 


5.  The  widgets  nomially  sell  for  $80.00  each.  Approximately  how  many  widgets  must  be  sold  to  reach 
a  break-even  point  for  each  widget?  State  your  answer  to  the  nearest  five. 


Approximately  65  widgets  must  be  sold  to  reach  a  break-even  point. 
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6.   The  manger  estimates  that  the  company  can  sell  eighty  widgets  at  a  sale  price  of  $70.00  each. 

Calculate  the  unit  cost  of  eighty  widgets,  and  detennine  how  much  profit  or  loss  will  be  made  on  the 
eighty  widgets. 

Sale  price  per  widget  =  $70.00 
Unit  cost  per  widget  =  $75.00 
Loss  per  widget  =$5.00 

Total  Loss  =  80  widgets  x  $5.00lwidget 
=  $400.00 


Section  3:  Total  Marks  30 


Section  4:  Analysing  Financial  Data 

The  basic  goals  of  this  section  are  to  ensure  that  students 

•  learn  how  to  prepare  comparative  and  common-size  financial  statements 

•  are  able  to  analyse  the  trends  of  change  in  the  financial  position  of  a  business 

•  can  use  ratios  to  show  relationships  between  amounts 

•  can  determine  working  capital  and  the  reasons  for  changes  in  woridng  capital 

Possible  Activities 

•  Refer  to  an  annual  report  of  a  company  and  analyse  the  comparative  financial  statements. 

•  Use  an  overhead  projector  to  illustrate  how  to  prepare  comparative  and  common-size  financial 
statements. 

•  Invite  a  guest  speaker  to  discuss  what  and  how  ratios  can  be  applied  to  analysing  a  business. 

•  Prepare  a  bulletin  board  display  of  ratios  used  in  analysing  a  business. 

Section  4  Activity  1 

The  comparative  income  statement  for  1987, 1988,  and  1989  for  Trendy  Qothes  is  given.  Qianges  in 
dollars  and  percentage  are  given  for  the  years  1987  and  1988. 

Instruction  1:  Calculate  the  change  in  dollars  from  1988  to  1989.  Write  your  answers  in  the  spaces 
provided  on  the  statement. 

Instruction  2:  Calculate  the  change  from  1988  to  1989  as  a  percentage.  Use  1988  as  the  base  year. 

Round  your  answers  to  one  decimal  place,  and  write  them  in  the  spaces  provided  on  the 
statement 
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Section  4  Activity  2 


1 .  The  comparative,  condensed  income  statement  for  the  first  and  second  quarters  of  1989  for  Fred's 
Furniture  is  shown.  Calculate  the  changes  in  dollars  and  percentages  and  complete  the  statement. 


.2aart€r&>  SnM'  MarcA  31.  1989.  and  3iin(>  30.  1989 


March  31 

June  30 

CHANGE 

$ 

% 

r  / 

290 

0 

0 

0 

00 

310 

0 

0 

0 

00 

20 

0 

0 

0 

00 

6.9 

140 

0 

0 

0 

00 

155 

5 

0 

0 

00 

15 

5 

0 

0 

00 

11.1 

P^r&ss'  income' 

150 

0 

0 

0 

00 

154 

5 

0 

0 

00 

4 

5 

0 

0 

00 

3.0 

1 

5 

0 

0 

00 

2 

5 

0 

0 

00 

1 

0 

0 

0 

00 

66.7 

9 

0 

0 

0 

00 

9 

0 

0 

0 

00 

& 

22 

0 

0 

0 

00 

28 

0 

0 

0 

00 

6 

0 

0 

0 

00 

27.3 

1 

0 

0 

0 

00 

5 

0 

0 

00 

5 

0 

0 

00 

-50.0 

4 

5 

0 

0 

00 

3 

5 

0 

0 

00 

-  1 

0 

0 

0 

00 

-22.2 

37 

0 

0 

0 

00 

39 

0 

0 

0 

00 

2 

0 

0 

0 

00 

5.4 

^nteresl^  and  ^anA  ^ee&  &xp€n&& 

16 

3 

0 

0 

00 

36 

5 

0 

0 

00 

20 

2 

0 

0 

00 

123.9 

^atal  Operating^  (Sa^/i>€nses/ 

91 

3 

0 

0 

00 

119 

0 

0 

0 

00 

27 

7 

0 

0 

00 

30.3 

58 

7 

0 

0 

00 

35 

5 

0 

0 

00 

-23 

2 

0 

0 

00 

-39.5 

2.  Give  one  possible  reason  for  the  changes  in  each  of  the  following  items: 

a.  rent 

Rent  may  have  changed  because  the  lease  rate  was  increased  by  the  landlord. 

b.  utilities 

Utilities  may  have  changed  due  to  the  use  of  energy-saving  techniques;  for  example,  turning  off 
lights  or  having  shorter  store  hours. 

c.  interest  and  bank  fees 

The  interest  and  bank  fees  may  have  changed  because  of  an  increase  in  the  loan  or  in  the  interest 
rates. 

d.  net  income 

Net  income  may  have  changed  because  total  expenses  increased  by  30%,  while  gross  income  only 
increased  by  3%. 
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Section  4  Activity  3 

1 .  Prepare  a  common-size  income  statement  for  Trendy  Qothes  showing  component  percentages  for 
each  of  the  three  years. 


^ar-  ^ear^iSnc/edQ)ecem/H^  31.  1987.  1988.  and  1989 


1987 

%  OF 
NET 
SALES 

1988 

%  OF 
NET 
SALES 

1989 

%  OF 
NET 
SALES 

300 

0 

0 

0 

00 

100.0 

390 

7 

0 

0 

00 

100.0 

436 

5 

0 

0 

00 

100.0 

246 

0 

0 

0 

00 

82.0 

291 

4 

0 

0 

00 

74.6 

276 

0 

0 

0 

00 

63.2 

54 

0 

0 

0 

00 

18.0 

99 

3 

0 

0 

00 

25.4 

160 

5 

0 

0 

00 

36.8 

40 

0 

0 

0 

00 

13.3 

53 

0 

0 

0 

00 

13.6 

79 

0 

0 

0 

00 

18.1 

20 

0 

0 

0 

00 

6.7 

25 

0 

0 

0 

00 

6.4 

30 

0 

0 

0 

00 

6.9 

60 

0 

0 

0 

00 

20.0 

78 

0 

0 

0 

00 

20.0 

109 

0 

0 

0 

00 

25.0 

-6 

0 

0 

0 

00 

-2.0 

21 

3 

0 

0 

00 

5.4 

51 

5 

0 

0 

00 

11.8 

2.  What  was  the  trend  of  change  for  Income  from  Operations  compared  to  Net  Sales? 

The  trend  of  change  was  a  constant  increase.  Between  1987  and  1988,  income  from  operations 
increased  7.4%  (5.4%  -  (-2.0%)),  and  between  1988  and  1989,  income  from  operations  increased 
6.4%  (11.8%  -  5.4%).  The  growth  of  income  from  operations  slowed  in  1989  due  to  increased 
selling  expenses. 

3.  What  was  the  trend  of  change  for  Selling  Expenses  compared  to  Net  Sales? 

The  trend  of  change  for  Selling  Expenses  compared  to  Net  Sales  was  almost  the  same  from  1987  to 
1988,  but therewasajurrq)  of  4.5%  (18.1%  -  13.6%)  in  1989. 

A.   What  component  had  the  most-favourable  trend  of  change  compared  to  Net  Sales?  Give  reasons  for 
your  answer. 

Gross  prcfit  had  the  most-favourable  change  of  11.4%  (36.8%  -  25.4%)  due  to  the  decreasing  cost 
of  goods  sold. 

5.   What  component  had  the  most-unfavourable  trend  of  change  in  1989  compared  to  Net  Sales?  Give 
reasons  for  your  answer. 

Selling  expenses  had  the  most-urfavourable  change  in  1989.  This  should  have  been  investigated 
because  it  seemed  to  be  an  unusually  large  increase. 
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6.   Prepare  a  common-size  balance  sheet  for  Surf  'n  Sail  Unlimited.  Cross-check  your  calculations  by 
adding  and  subtracting  the  percentages  in  the  same  manner  as  the  dollar  figures.  Round  your  answers 
to  one  decimal  place. 


Surf'rv  Sail 
Q^ecem/^  31.  1990 


AMOUNT 

TOTAL 
ASSETS 

Current'  .As&elsy 

J 

5 

0 

0 

00 

5.5 

yCccotents^  ^Uc€um6/e' 

10 

0 

0 

0 

00 

15.7 

JPIercAanc/cse^  ^^noentori^ 

6 

8 

0 

0 

00 

10.6 

^atal  Current'  ytssets^ 

20 

3 

0 

0 

00 

31.8 

^iaxd  .Assets^ 

28 

6 

0 

0 

00 

44.8 

Ve/ucU 

15 

0 

0 

0 

00 

23.4 

^atal  ^iaxd  .A^&els^ 

43 

6 

0 

0 

00 

68.2 

63 

9 

0 

0 

00 

100.0 

.^la/H/cties^  and tSAareAo/c/ers^'  <S^/l//^ 

5 

4 

0 

0 

00 

8.4 

12 

0 

0 

0 

00 

18.8 

^atal  Current'  .^aAi/iHesy 

17 

4 

0 

0 

00 

27.2 

20 

0 

0 

0 

00 

31.3 

^elained  <Samin^ 

26 

5 

0 

0 

00 

41.5 

^atal  iSAareAa/c/erts^'  (Squit/^ 

46 

5 

0 

0 

00 

72.8 

^otal  J(iaAi/ctlesy  and tSAareAa/der^'  Squiil^ 

63 

9 

0 

0 

00 

100.0 
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Section  4  Activity  4 

1 .  Complete  the  chart  by  calculating  the  Net  Income  percentage  for  1987, 1988,  and  1989  given  the 
following  infomiation: 


1987 

1988 

1989 

Net  Sales 

$452  000.00 

$490000.00 

$550  000.00 

Cost  of  Goods  Sold 

310000.00 

325  000.00 

380000.00 

Gross  Profit 

142000.00 

165  000.00 

170000.00 

Operating  Expenses 

50000.00 

52000.00 

53000.00 

Net  Income  from  Operations 

92000.00 

113  000.00 

123  000.00 

Other  Income  and  Expenses 

5  000.00 

9  000.00 

9000.00 

Net  Income 

97  000.00 

122000.00 

132000.00 

Net  Income  Percentage 

27.5% 

24.9% 

24.0% 

2.  Has  the  Net  Income  percentage  changed  in  the  same  way  as  Net  Sales  and  Net  Income?  Explain  your 
answer. 

No,  the  net  income  percentage  did  not  change  in  the  same  way  as  Net  Sales  and  Net  Income.  The  net 
income  percentage  increased  between  1987  and  1988  but  decreased  in  1989.  Both  Net  Sales  and  Net 
Income  steadily  increased  in  dollar  amounts. 

3.  Give  one  possible  reason  for  the  difference  in  the  Net  Income  percentage  between  1 988  and  1989? 

The  difference  in  the  net  income  percentage  between  1988  and  1989  may  have  been  caused  by 
Expenses  increasing  at  a  faster  rate  than  net  sales. 
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4.   Calculate  the  return  on  assets  for  1989  and  1990  given  the  following  information: 


1988 

Net  Income 

$  50000.00 

$  60000.00 

$  70  000.00 

Total  Assets 

450000.00 

550000.00 

600000.00 

Return  on  Assets 

10% 

10.8% 

5.   Calculate  the  return  on  Owners'  Equity  for  1990  given  the  following  information,  and  complete  the 
chart. 


1989 

1990 

Net  Income 

$  25  500.00 

$  35  800.00 

Owners'  Equity 

259400.00 

314  600.00 

Return  on  Owners'  Equity 

12.5% 

6.   Calculate  the  earnings  per  share  for  1987, 1988,  and  1989  for  Trendy  Qothes.  Use  the  information 
shown  on  the  comparative  balance  sheet  and  the  comparative  income  statement  from  Activity  1 . 
Assume  each  common  share  was  issued  at  $10.00  par  value. 

a.   Earnings  per  Share  - 1 987 


Earnings  per  Share  (1987)  =  ^   ^  ^^^'^^  x  100% 

10  000 

=  60%  loss 


b.  Earnings  per  Share  -  1988 


Earnings  per  Share  (1988)  =        ^"^^'^^  x  100% 

20  000 

=  84.7% 
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c.  Earnings  per  Share  - 1989 

<f?o  OSS  on 

Earnings  per  Share  (1989)  =  ^  x  100% 

*  ^  20  000 

=  195.3% 

1.  Calculate  the  current  ratios  for  1 987  and  1988  for  Trendy  Qothes.  Use  information  from  the 
comparative  balance  sheet  provided  in  Activity  1. 

a.  Current  Ratio -1987 

$860  000.00 


Current  Ratio 


$580  000.00 
1.5 


b.  Current  Ratio -1988 

$898  000.00 


Current  Ratio 


$562  500.00 
1.6 


8.  Were  the  current  ratios  for  Trendy  Qothes  favourable  or  unfavourable?  Explain  your  answer. 

The  current  ratios  -were  unfavourable  because  the  ratios  are  below  the  satisfactory  standard  of  2:1, 
however,  the  trend  was  showing  improvement,  and  that  trendwas  favourable. 

9.  Calculate  the  quick  ratio  for  1989  for  Trendy  Clothes.  Use  infomiation  from  the  balance  sheet  in 
Activity  1. 

The  quick  ratio  for  1989  was  1.4. 

QuickRatio  =  ^^^^  ^^-^^  ^  ^^Q-^Q 
$625  000.00 

=  1.4 

10.  Was  the  quick  ratio  for  1989  favourable  or  unfavourable?  Explain  your  answer. 
The  quick  ratio  for  1989  was  favourable  because  a  standard  ofl  is  satisfactory. 
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1 1 .  Calculate  the  debt  ratio  and  equity  ratio  for  1987, 1988,  and  1989  for  Trendy  Qothes,  and  complete 
the  chart.  Use  information  from  the  comparative  balance  sheet  in  Activity  1 . 


Debt  Ratio 

Equity  Ratio 

1987 

57.9 

42.1 

1988 

40.3 

59.7 

1989 

34.9 

65.1 

1 2.  Which  year(s)  showed  an  unfavourable  debt  ratio?  Explain  your  answer. 

The  year  1987  showed  an  urrfavourable  debt  ratio  because  creditors  accounted  for  more  than  half 
the  claim  against  assets.  Shareholders  should  have  more  share  in  the  assets  for  their  protection. 

13.  Calculate  the  collection  period  for  a  company  that  has  $440  000.00  Net  Sales  and  Accounts 
Receivable  of  $4  800.00  for  the  year.  Assume  that  charge  sales  amount  to  15%  of  net  sales.  The 
company  requires  payment  of  accounts  within  thirty  days. 


a.  Calculate  the  amount  of  charge  sales  for  the  year. 

The  annual  charge  sales  is  $66  000.00. 

Annual  Charge  Sales  =  15%  x  $440000.00 
=  $66000.00 

b.  Calculate  the  amount  of  charge  sales  per  day. 
The  daily  charge  sales  is  $180.82. 


^.  e  ;  000.00 
Daily  Charge  Sales  =   

365 

=  $180.82 


c.  Calculate  the  collection  period. 
The  collection  period  is  26.6  days. 

$4  800.00 


Collection  Period  = 


$180.82 
=  26.6  days 
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d.  Compare  the  collection  period  to  the  tems  of  credit.  Is  the  collection  period  reasonable? 
Explain  your  answer. 

Yes,  the  collection  period  is  reasonable  because  the  collection  time  is  less  than  the  term  of 
repayment  which  is  thirty  days. 

14.  Calculate  the  inventory  turnover  rates  for  1987, 1988,  and  1989  for  Trendy  Qothes,  and  complete 
the  chart.  Use  the  information  from  the  comparative  income  statement  in  Activity  1. 


Inventory  Turnover  Rate 

1987 

42 

1988 

4.9 

1989 

4.5 

15.  Compare  the  results  for  1988  and  1989.  State  one  reason  for  the  change  in  tumover  rate. 

There  was  an  urtfavourable  decrease  in  1989  due  to  a  higher  ending  inventory  than  the  previous 
year.  This  might  have  been  due  to  slower  sales  or  a  higher  cost  of  goods. 

Section  4  Activity  5 

1 .  Follow  the  instructions  to  complete  the  chart.  The  answers  for  Cash  and  Accounts  Payable  have  been 
done. 

Instruction  1:  Qassify  each  of  the  Surf  'n  Sail  Unlimited  Balance  Sheet  items  as  Working 
Capital  or  Noncurrent  accounts. 

Instruction  2:  Identify  the  working  capital  accounts  as  an  increase  or  decrease  in  working 
capital  in  1989.  Write  in  the  amount  of  increase  or  decrease. 

Instruction  3:  Calculate  the  net  increase  or  decrease  in  working  capital. 
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Balance  Sheet  Item 

Working 
Capital 
Account 

Noncurrent 
Account 

Increase  (•»-) 
Decrease  (-) 
in  Working 
Capital 

w 

+  1  700  00 

y 

w 

\4^prphjinfK«f*  Tnvpntnrv 

w 

+  2  000  00 

JZAjUipillCllL 

J 

w 

Accounts  Payable 

/ 
r 

+  4  jUU.UU 

R^nV  T  nun  on  T~W*mjinrl 

w 

4-  ?  00 

IVIUI  L^a^c  X  aydUlC 

J 

w 

Capital  Stock  —  Common  Shares 

/ 

Retained  Earnings 

/ 

Net  Increase/Decrease  in  Working  Capital 

+ 10  700.00 
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2.   Given  the  following  balance  sheet,  prepare  a  schedule  of  changes  in  woridng  capital. 


Q^ecem/^  31.  1988  W  1989 


1988 

1989 

4 

0 

0 

0 

00 

5 

0 

0 

0 

00 

10 

0 

0 

0 

00 

12 

0 

0 

0 

00 

16 

0 

0 

0 

00 

14 

5 

0 

0 

00 

2 

0 

0 

0 

OQ 

3 

0 

0 

0 

00 

14 

5 

0 

0 

00 

12 

0 

0 

0 

00 

46 

5 

0 

0 

00 

46 

5 

0 

0 

00 

.^ca/n/Uiesy  cuul SAartAa/c/erey'  S^it^i^ 

yCccaunts^  ^cmn^ 

8 

2 

0 

0 

QO 

9 

5 

0 

0 

00 

^a/zA'  .^owv  ofv  Q)emand 

5 

3 

0 

0 

QO 

Q 

0 

0 

00 

12 

0 

0 

0 

00 

8 

0 

0 

0 

00 

10 

0 

0 

0 

00 

12 

0 

0 

0 

00 

11 

0 

0 

0 

00 

14 

0 

0 

0 

00 

^(Hal  .^a/fi/Uies^  and SAareAo^ers^'  S^aUa^ 

46 

5 

0 

0 

00 

46 

5 

0 

0 

00 
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Qiecernler-  31.  1988  and  1989 


1988 

1989 

CHANGES  IN 
WORKING  CAPITAL 

Increase 

Decrease 

4 

0 

0 

0 

00 

5 

0 

0 

0 

00 

/ 

0 

0 

0 

00 

10 

0 

0 

0 

OQ 

12 

0 

0 

0 

00 

2 

0 

0 

0 

00 

16 

0 

0 

0 

00 

14 

5 

0 

0 

00 

/ 

5 

0 

0 

00 

30 

0 

0 

0 

00 

31 

5 

0 

0 

00 

8 

2 

0 

0 

00 

9 

5 

0 

0 

00 

/ 

3 

0 

0 

00 

3 

0 

0 

00 

3 

0 

0 

0 

00 

0 

Q 

QQ 

^atal  Current'  ^ccdi/cHes^ 

13 

5 

0 

0 

00 

12 

5 

0 

0 

00 

16 

5 

0 

0 

00 

19 

0 

0 

0 

00 

2 

5 

0 

0 

00 

5 

3 

0 

0 

00 

5 

3 

0 

0 

00 

3.   For  each  of  the  following  transactions,  list  the  accounts  affected;  then  indicate  how  they  affect 
woridng  capital. 


Transaction 


Effect  on  Working 
Capital 


a.  Equipment  is  purchased  on  account. 

Accounts  Payable  (woridng  capital) 
Equipment  (noncurrent) 
Net  change  in  working  capital 

b.  Cash  is  received  from  the  additional  issue  of  capital 
stock. 


decrease 
no  effect 
decrease 


Cash  (woridng  capital) 
Capital  Stock  (noncurrent) 
Net  change  in  woridng  capital 


increase 
no  effect 
increase 


c.   Charge  sales  are  recorded. 

Accounts  Receivable  ( working  capital)  increase 

Sales  ( noncurrent)  no  effect 

Net  change  in  working  capital  increase 
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d  Payment  is  made  on  a  mortgage  reducing  the  amount 
owing. 


Cash  (working  capital)  decrease 

Mortgage  (noncurrent)  no  effect 

Net  change  in  working  capital  decrease 

Arranged  for  a  mortgage  on  existing  assets  to  raise 
additional  funds  for  the  purchase  of  merchandise. 

Cash  (working  capital)  increase 

Mortgage  (noncurrent)  no  effect 

Net  change  in  working  capital  increase 


4.   Prepare  a  woricsheet  for  analysing  changes  in  working  capital  for  Wheels  &  Wheels.  Use  information 
from  the  schedule  of  changes  in  woridng  capital  that  you  prepared  in  Activity  5,  Question  2. 
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5.   Prepare  a  sources  and  uses  of  woridng  capital  statement  for  Wheels  &  Wheels  using  the  infomiation 
from  the  worksheet  you  completed  in  Activity  5,  Question  4. 


iSources^  one/'  Uses^  of'U^orAma^  ^a^lHtal 
^or-  Vear-  Snc/ed  Q^ecemder'  31.  1989 


2 

5 

0 

0 

00 

<^ssii€'  o/^ sAWc/itional  tSto<:A/ 

2 

0 

0 

0 

00 

GiberalicHiS'  {  J/et'  Sncomc' ) 

0 

0 

0 

00 

7 

5 

0 

0 

00 

1 

0 

0 

0 

00 

4 

0 

0 

0 

00 

5 

0 

0 

0 

00 

J/el>  •increase'  irv  'H^arAiMay  ^a/ntal  { Jber^  scAeJu/e^ ) 

2 

5 

0 

0 

00 

Section  4  Foliow-up  Activities 

Extra-help  Activities 

Extra-help  Activity  A 

1 .   Financial  information  is  given  for  a  company.  Use  the  formulas  to  calculate  the  1989  return  on  assets. 
(Use  the  Net  Income  from  1989,  but  first  calculate  the  average  total  assets.) 


1988 

1989 

Net  Income 

$  46  000.00 

$  62  000.00 

Total  Assets 

150  000.00 

220000.00 

The  return  on  assets  was  33.5%. 
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Average  Total  Assets  = 


1988  Total  Assets  +  1989  Total  Assets 


$150  000.00  +  $220  000.00 


$185  000.00 


Return  on  Assets 


Net  Income 


Average  Total  Assets 
$62  000.00 


X  100% 


$185  000.00 
33.5% 


X  100% 


2.   Use  the  information  given  to  calculate  the  return  on  owners '  equity.  Use  the  Net  Income  from  1989. 
Be  sure  to  calculate  the  average  owners'  equity  as  your  first  step. 


1988 

1989 

Net  Income 

$  35  000.00 

$  48  000.00 

Owners'  Equity 

125  000.00 

180000.00 

The  return  on  Owners'  Equity  was  31.5%. 


.         ^       ,  ^           $125  000.00  +  $180  000.00 
Average  Owners  Equity  =   x  100% 

2 

=  $152  500.00 


Return  on  Owners'  Equity  =         000  00   ^  jqqc^^ 

$152  500.00 

=  31.5% 
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3.   Use  the  information  to  calculate  the  inventory  turnover.  Use  the  1989  amount  for  Cost  of  Goods 
Sold.  Be  sure  to  calculate  the  average  Merchandise  Inventory  as  your  first  step. 


1988 

1989 

Cost  of  Goods  Sold 

$1  800.00 

$2  200.00 

Merchandise  Inventory 

500.00 

900.00 

The  inventory  turnover  was  3.1. 

Average Mercharuiise Inventory  =  ^^OQ  W  *  $900.00 

2 

=  $700.00 

r  ,  ^  $2  200.00 
Inventory  Turnover  =  

$700.00 
=  3.1 
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Extra-help  Activity  B 

Use  the  infomiation  from  the  Blue  Sky  Ccmipany  comparative  balance  sheet  to  prepare  a  schedule  of 
changes  in  woiidng  capital. 


0ecem6€r^  31.  1988  and  1989 


1988 

1989 

^5 

0 

0 

0 

00 

30 

0 

0 

0 

00 

55 

0 

0 

0 

00 

40 

0 

0 

0 

00 

ACerc/utndise'  Snoent&ru^ 

40 

0 

0 

0 

00 

37 

0 

0 

0 

00 

15 

0 

0 

0 

00 

13 

0 

0 

0 

00 

^atal  (ourrent  .^Assels/ 

115 

0 

0 

0 

00 

120 

0 

0 

0 

00 

230 

0 

0 

0 

00 

380 

0 

0 

0 

00 

17Q 

Q 

0 

0 

00 

180 

0 

0 

0 

00 

100 

0 

0 

0 

00 

200 

0 

0 

0 

00 

^atal  ^iaxd  yCssels^ 

500 

0 

0 

0 

00 

760 

0 

0 

0 

00 

^atal  .Assets^ 

615 

0 

0 

0 

00 

880 

0 

0 

0 

00 

.^ta/n/Mes^  and tSAare/udders^'  Saai/uy 

Current'  .^^a/H/ilie&> 

yCcamntS/  ^ouaMc' 

90 

0 

0 

0 

00 

40 

0 

0 

0 

00 

Q^imdendsy  ^0006^ 

20 

0 

0 

0 

00 

10 

0 

0 

0 

00 

^atal  (ourrent  j^a/H/iHesy 

110 

0 

0 

0 

00 

50 

0 

0 

0 

00 

.^ynay-^errrv  .^ca/H/iliesy 

Jiortaaae'  ^aua/d& 

165 

0 

0 

0 

00 

150 

0 

0 

0 

00 

bonds'  ^a//a/d& 

85 

0 

0 

0 

00 

60 

0 

0 

0 

00 

250 

0 

0 

0 

00 

210 

0 

0 

0 

00 

360 

0 

0 

0 

00 

260 

0 

0 

0 

00 

S/iareAcdder^'  Sqiiltip 

250 

0 

0 

0 

00 

400 

0 

0 

0 

00 

detained'  SaminaA' 

5 

0 

0 

0 

00 

220 

0 

0 

0 

00 

^ofal  xSAareA/ddertS''  (S^ilu^ 

255 

0 

0 

0 

00 

620 

0 

0 

0 

00 

^afa/  .^^ia.^t/iti€S/  and tSAxireAcdde/^'  Sfaitu^ 

615 

0 

0 

0 

00 

880 

0 

0 

0 

00 

Accounting  30 


100 


Learning  Facilitator's  Manual 


Module  5 


Q)ec€m/^  31.  1988  and  1989 


1988 

1989 

CHANGES  IN 
WORKING  CAPITAL 

Increase 

Decrease 

/O  / 

25 

0 

0 

0 

00 

30 

0 

0 

0 

00 

5 

0 

0 

0 

00 

/f                /<2>             /  / 

Jtccotuits^  \fieceiiHiiHe' 

35 

0 

0 

0 

00 

40 

0 

0 

0 

00 

? 

0 

0 

0 

00 

/f/f    /  /• 
JyJ^rcAanaise'  C7n(}€ntoru^ 

40 

0 

0 

0 

00 

37 

0 

0 

0 

00 

3 

0 

0 

0 

00 

J5 

0 

0 

0 

00 

JJ. 

0 

0 

Q 

00 

2 

0 

0 

0 

00 

^otal  &urr€nt>  .Assets^ 

115 

0 

0 

0 

00 

120 

0 

0 

0 

00 

yCcoHuitsy  ^laaa^ 

90 

0 

0 

0 

00 

40 

0 

0 

0 

00 

0 

0 

0 

00 

20 

0 

0 

0 

00 

10 

0 

0 

0 

00 

10 

0 

0 

0 

00 

^<>tal  (Current'  ^la^i/Uies^ 

110 

0 

0 

0 

00 

50 

0 

0 

0 

00 

5 

0 

0 

0 

00 

70 

0 

0 

0 

00 

65 

0 

0 

0 

00 

70 

0 

0 

0 

00 

70 

0 

0 

0 

00 
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Enrichment  Activities 

Enrichment  Activity  A 

1 .   A  comparative  balance  sheet  for  Software  Inc.  is  showa  Use  this  information  to  prepare  a  common- 
size  balance  sheet  for  1989. 


Q^ecemlH^/-  31.  1988  and  1989 


1988 

1989 

Q/rrent'  sAssets^ 

355 

0 

0 

0 

00 

455 

0 

0 

0 

00 

545 

0 

0 

0 

00 

580 

0 

0 

0 

00 

880 

0 

0 

0 

00 

1035 

0 

0 

0 

00 

.^a^t/i£les^  and SAareAcddersy'  Sqwil/i^ 

Current'  .^a/n/UieS' 

95 

0 

0 

0 

00 

120 

0 

0 

0 

00 

255 

0 

0 

0 

00 

220 

0 

0 

0 

00 

350 

0 

0 

0 

00 

340 

0 

0 

0 

00 

tSAarAcdderA''  iS^^uctO' 

^re^rred  StocA/,  5  000  sAares^ 

108 

0 

0 

0 

00 

108 

0 

0 

0 

00 

(Sommofv  StocA/,  10  000  sAares^ 

20^ 

0 

0 

0 

QO 

272 

0 

0 

0 

00 

detained  Saminas^ 

217 

0 

0 

0 

00 

315 

0 

0 

0 

00 

^aial  KfAareAxdders^'  Sauitu^ 

530 

0 

0 

0 

00 

695 

0 

0 

0 

00 

^aloA  .^iaAdc£ie&  and  SAareAo/dersy'  <S<^iu^p 

880 

0 

0 

0 

00 

1035 

0 

0 

0 

00 
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&>fnman/Size'  balance'  SAeet' 
Q^e^:€m6€/-3l.  1989 


AMOUNT 

%  OF 
TOTAL 

ACCPTC 

455 

0 

0 

0 

00 

580 

0 

0 

0 

00 

jO.U 

1035 

0 

0 

0 

00 

inn  n 

120 

0 

0 

0 

00 

1  1  A 

1 1.0 

220 

0 

0 

0 

00 

21. J 

340 

0 

0 

0 

00 

79  O 

S/uireAa/c/ers/'  S^ieil^ 

108 

0 

0 

0 

00 

10.4 

272 

0 

0 

0 

00 

26.3 

^tuaincd  iSarnuufS/ 

315 

0 

0 

0 

00 

30.4 

695 

0 

0 

0 

00 

67.1 

^atal  j^aAi/ities/  and  tSAareAoA/ers^'  Squuti/^ 

1035 

0 

0 

0 

00 

100.0 
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2.   A  comparative  income  statement  for  Software  Inc.  is  shown.  Use  this  information  to  prepare  a 
common-size  income  statement  for  1988  and  1989. 


 ^OiTi/xiralu/e'  'income'  iStatement'  

^ar-  ?/ear^  S^eJ  3iine^  50.  1988  and  1989 


1988 

1989 

955 

0 

0 

0 

00 

W50 

0 

0 

0 

00 

-iSfcf':  Sa/eS' ^ielurnsy  and y(/lauHzyiC€&' 

12 

0 

0 

0 

00 

12 

0 

0 

0 

00 

Sa/e& 

923 

0 

0 

0 

00 

1038 

0 

0 

0 

00 

(Sm/^  af^oods^  xScdd 

jf^tercAandisT'  Snotntaru^,  ^//i^  1 

115 

0 

0 

0 

OQ 

14Q 

0 

0 

0 

00 

620 

0 

0 

0 

00 

700 

0 

0 

0 

00 

-i«fcj>:  ^urcAase^  ^ietarm^  and y(/&>teHinces^ 

6 

? 

9 

0 

00 

0 

0 

0 

00 

613 

1 

0 

0 

00 

692 

0 

0 

0 

00 

&f^o<H/sy  jCtHida6/e^  ^  tSa/e' 

728 

1 

0 

0 

QQ 

^^2 

0 

0 

0 

00 

_^tf&C' :  JliercAandi&e^  ^naentorw,  3ane^  30 

140 

0 

0 

0 

00 

150 

0 

0 

0 

00 

(Sm^  o/-^&o<^  tSa/d 

588 

1 

0 

0 

00 

682 

0 

0 

0 

00 

i^ro^  (^t>era/ma-  ,9ncome^ 

334 

9 

0 

0 

00 

356 

0 

0 

0 

00 

Oi^craHno'  &z)(>enses^ 

tSedchO'  &i[^S>ens€S^ 

135 

0 

0 

0 

00 

124 

0 

0 

0 

00 

25 

0 

0 

0 

00 

56 

0 

0 

0 

00 

^olal  Ojberatina^  &ol*enses^ 

160 

0 

0 

0 

00 

180 

0 

0 

0 

00 

174 

9 

0 

0 

00 

176 

0 

0 

0 

00 

J'Sw>:  (Sorjborate' ^ncome^  ^a/v 

34 

9 

8 

0 

00 

38 

7 

2 

0 

00 

Sncame-  ^C^er-  ^ar^i^oratC'  •income'  ^aa> 

139 

9 

2 

0 

00 

137 

2 

8 

0 

00 
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 Jo/tmw^.^nc'.  

 (Sc>mmofv-Si/ze'  Sncame^  Statement  

^af^  iSnc/ed  3im&  30.  1988.  and  1989 


1988 

%  OF 
NET 

1989 

%  OF 
NET 

CAI  EC 

ty/v&C'  dales' 

935 

0 

0 

0 

00 

101.3 

1050 

0 

0 

0 

00 

101.2 

_^SfiC'!  fSa/es' ^leturns' and yU/aoHinces/ 

12 

0 

0 

0 

00 

1.3 

12 

0 

0 

0 

00 

1.2 

A/^^  r  / 

923 

0 

0 

0 

00 

100.0 

1038 

0 

0 

0 

00 

100.0 

(do^  af-.yoaas'  Uaea 

JVJ^rcAancuse'  C7fu>entar^,  .^puif^  1 

115 

0 

0 

0 

00 

12.5 

140 

0 

0 

0 

00 

13.5 

}£iir€na&es' 

620 

0 

0 

0 

00 

67.1 

700 

0 

0 

0 

00 

67.4 

.^ess^  .  i£urcAuseS' ^fietarns'  ana  yUlat^^ 

6 

9 

0 

0 

00 

.7 

8 

0 

0 

0 

00 

.8 

JVet  StiircAaseS' 

613 

1 

0 

0 

00 

66.4 

692 

0 

0 

0 

00 

66.6 

(5<>st'  ar&aaas^  ^A4>aiaicHe/  /o/^  uaie' 

728 

1 

0 

0 

00 

79.0 

832 

0 

0 

0 

00 

80.2 

.^es^y '.  Jt^e/^cAa/idse^  ■^nae/itoyHf^,  ^^ancf  30 

140 

0 

0 

0 

00 

1 1Z  o 

150 

0 

0 

0 

00 

I't.D 

^cf&t  (y/^ ffoads/  tSo/d 

588 

1 

0 

0 

00 

OJ.  / 

682 

0 

0 

0 

00 

O  J.  / 

>^ro^  (9ji*eratuig/  ^ncomC' 

334 

9 

0 

0 

00 

36.3 

356 

0 

0 

0 

00 

34.3 

0pe/xiti/uf'  ^ojbe/iseS' 

SedenQ'  &t)l>enses^ 

135 

0 

0 

0 

00 

14.6 

124 

0 

0 

0 

00 

12.0 

.Admeni&tratcoe'  &t^!>€nsesy 

25 

0 

0 

0 

00 

2.7 

56 

0 

0 

0 

00 

5.4 

^otal  &cj/i>enses' 

160 

0 

0 

0 

00 

17.3 

180 

0 

0 

0 

00 

17.4 

J/el'  Sncome'  ^^e/orc'  (Sar^xyrate'  Sncome^  ^aa> 

174 

9 

0 

0 

00 

19.0 

176 

0 

0 

0 

00 

17.0 

Jfe&S'',  (x>/^iK>rate'  Sncome^  ^aa> 

34 

9 

8 

0 

00 

3.8 

38 

7 

2 

0 

00 

3.7 

J/et'  Sncom£'  j(^er-  ^or^iKyrate^  <^ncome'  ^aa> 

139 

9 

2 

0 

00 

15.2 

137 

2 

8 

0 

00 

13.3 

Enrichment  Activity  B 

Using  information  Irom  the  Blue  Sky  Company  comparative  balance  sheet  and  your  answers  to 
Enrichment  Activity  A,  prepare  a  worksheet  for  analysing  changes  in  woridng  capital. 
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Section  4  Assignment 

The  assignment  and  answers  for  Section  4  are  given  on  the  following  pages.  A  suggested  mark 
distribution  follows: 

Part  A  5  marks 

B  5  marks 

C  10  marks 

D  10  marks 

Total  30  marks 

The  marks  are  also  given  in  the  left  margin  beside  each  question. 


Section  4  Assignment  A 


1 .  TTie  comparative  balance  sheet  for  Tlie  Heathcliff  Company  is  shown.  Complete  the  balance  sheet  by 
showing  both  dollar  and  percentage  changes. 


Q^ecem^eA  31.  1988  and  1989 


1988 

1989 

CHANGE 

$ 

% 

.Assets^ 

250 

0 

0 

0 

00 

312 

0 

0 

0 

00 

82 

0 

0 

0 

00 

35.7 

pliant'  and  Squii/^ment' 

458 

0 

0 

0 

00 

448 

0 

0 

0 

00 

-10 

0 

0 

0 

00 

-2.2 

^atal  .Assets^ 

688 

0 

0 

0 

00 

760 

0 

0 

0 

00 

72 

0 

0 

0 

00 

10.5 

J^a.^i/tties'  and Kf/iart/udders^'  S^milif^ 

^urrent^  J^a/u/Uies^ 

75 

0 

0 

0 

00 

89 

7 

0 

0 

00 

14 

7 

0 

0 

00 

19.6 

.^HUfy-^erm/  .^ca^t/ctiesy 

200 

0 

0 

0 

00 

160 

3 

0 

0 

00 

-39 

7 

0 

0 

00 

-19.9 

^ata/  .^iaAdUie&' 

275 

0 

0 

0 

00 

250 

0 

0 

0 

00 

-25 

0 

0 

0 

00 

-9.1 

KSAareAo/ders/'  Souitif^ 

^re^rred  tSuxA 

80 

0 

0 

0 

00 

80 

0 

0 

0 

00 

■0 

0.0 

Qymmofv  tStacA/ 

160 

0 

0 

0 

00 

200 

0 

0 

0 

00 

40 

0 

0 

0 

00 

25.0 

^Uiained  ^arninQS' 

173 

0 

0 

0 

00 

230 

0 

0 

0 

00 

57 

0 

0 

0 

00 

33.0 

413 

0 

0 

0 

00 

510 

0 

0 

0 

00 

97 

0 

0 

0 

00 

23.5 

^atal  ^la/Hlitlesy  and S/tareAa/ders^'  S^uil:^ 

688 

0 

0 

0 

00 

760 

0 

0 

0 

00 

72 

0 

0 

0 

00 

10.5 
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2.   The  comparative  income  statement  for  the  years  ended  December  31, 1989,  and  December  31, 1988, 
is  shown.  Complete  the  statement  by  showing  both  dollar  and  percentage  changes. 


 ^leatAc/c^  ^c>/nj!>€uut'  

^of^  l/eans.Snc/edQ^ecem^e/^  31.  1988  and  1989 


1988 

1989 

CHANGE 

$ 

% 

268 

0 

0 

0 

00 

300 

0 

0 

0 

00 

32 

0 

0 

0 

00 

11.9 

4 

0 

0 

0 

00 

4 

0 

0 

0 

00 

■9 

0.0 

264 

0 

0 

0 

00 

296 

0 

0 

0 

00 

32 

0 

0 

0 

00 

12.1 

J^ercAanclcs&  ^^riaentart/y,  ^^anuart^  1 

29 

3 

0 

0 

00 

35 

3 

0 

0 

00 

6 

0 

0 

0 

00 

20.5 

155 

5 

6 

0 

00 

178 

7 

7 

0 

00 

23 

2 

1 

0 

00 

14.9 

.^ess''.    ^urcAa&eS' ^ieturfi&  and yC//(HMinceS' 

1 

5 

6 

0 

00 

1 

7 

7 

0 

00 

2 

1 

0 

00 

13.5 

J/el'  ^urcAasesy 

154 

0 

0 

0 

00 

177 

0 

0 

0 

00 

23 

0 

0 

0 

00 

14.9 

183 

3 

0 

0 

00 

212 

3 

0 

0 

00 

29 

0 

0 

0 

00 

15.8 

Jf^ercAandcAC'  ^^naenttyn^,  0ec€m/>€r  31 

35 

3 

0 

0 

00 

38 

3 

0 

0 

00 

3 

0 

0 

0 

00 

8.5 

Qhst  <>f^o<H/sy*Sa/d 

148 

0 

0 

0 

00 

174 

0 

0 

0 

00 

26 

0 

0 

0 

00 

17.6 

116 

0 

0 

0 

00 

122 

0 

0 

0 

00 

6 

0 

0 

0 

00 

5.2 

(9/>€ratin^  &z)ifensesy 

tSeding^  <Sj[^i>€nsesy 

26 

4 

0 

0 

00 

38 

5 

0 

0 

00 

12 

1 

0 

0 

00 

45.8 

.Admrnistratu/e'  (Sapenses^ 

33 

4 

0 

0 

00 

41 

4 

0 

0 

00 

8 

0 

0 

0 

00 

24.0 

^atalOjberatuufy  &x^t>ensesy 

59 

8 

0 

0 

00 

79 

9 

0 

0 

00 

20 

1 

0 

0 

00 

33.6 

Met-  .^ncomey  0e/^re'  ^a/^lforate^  ^ncomey  ^aa> 

56 

2 

0 

0 

00 

42 

1 

0 

0 

00 

-14 

1 

0 

0 

00 

-25.1 

(SorPorate^  ■income'  ^aa> 

11 

2 

4 

0 

00 

9 

2 

6 

2 

00 

-1 

9 

7 

8 

00 

-17.6 

J/et  income'  y(/ter^  ^ar^txy/'ate'  ■income'  ^aa> 

44 

9 

6 

0 

00 

32 

8 

3 

8 

00 

-12 

1 

2 

2 

00 

-27.0 
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Section  4  Assignment  B 


1 .  Use  the  comparative  balance  sheet  for  Hie  Heathcliff  Company  for  December  3 1 , 1989,  to  prepare  a 
common-size  balance  sheet 


Q^ecem6€r^  3L  1989 


AMOUNT 

%  OF 
TOTAL 
ASSETS 

Current'  .yisselS' 

512 

0 

0 

0 

00 

41.1 

Pliant'  and  S(^a^l>ment 

448 

0 

0 

0 

00 

58.9 

760 

0 

0 

0 

00 

100.0 

.^a6i/e£ies^  and tSAare/udders^'  <Squ/ili^ 

Current/  ^oAdeiceS' 

89 

7 

0 

0 

00 

11.8 

160 

3 

0 

0 

00 

21.1 

^atal  J^aAdcties^ 

250 

0 

0 

0 

00 

32.9 

SAareAa/derS''  S<^uul^ 

^re^rred  iSttnA' 

80 

0 

0 

0 

00 

10.5 

^ommcHv  tStocAy 

200 

0 

0 

0 

00 

26.3 

^Utained  Samtn^ 

230 

0 

0 

0 

00 

30.3 

^atal  SAareAcdder^''  S(^mt^ 

510 

0 

0 

0 

00 

67.1 

^atal  .j^aAdUieS'  and  SAareAxdders/  S^aitif^ 

760 

0 

0 

0 

00 

100.0 
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2.   Use  the  comparative  incxjme  statement  for  the  year  ended  December  3 1 , 1989,  for  The  Heathcliff 
Company  to  prepare  a  common-size  income  statement. 


^ay-  i/ear-  Snz/ed  <3ecem6€r-  31.  1989 


198< 

%  OF 
NET 
SALES 

296 

0 

0 

0 

00 

100.00 

35 

3 

0 

0 

00 

11.9 

178 

7 

7 

0 

00 

60.4 

.^ssy'.    ^/rcAase^y^ielurnS'  and yU/(HiHuice£' 

1 

7 

7 

0 

00 

.6 

^urcAases^ 

177 

0 

0 

0 

00 

59.8 

212 

3 

0 

0 

00 

71.7 

jVlerc/icmdi££y  c7m>€ntor^,  Wecemoer^  31 

38 

3 

0 

0 

00 

12.9 

174 

0 

0 

0 

00 

58.8 

122 

0 

0 

0 

00 

41.2 

Se/linpy  (Sjcj/ltenseS' 

38 

5 

0 

0 

00 

13.0 

jCc^ninislratioo  iSjq/iyen&eS' 

41 

4 

0 

0 

00 

14.0 

79 

9 

0 

0 

00 

27.0 

42 

1 

0 

0 

00 

14.2 

9 

2 

6 

2 

00 

3.1 

32 

8 

3 

8 

00 

11.1 

3 .   Use  the  comparative  income  statement  for  The  Heathcliff  Company  to  identify  two  items  that  have 
shown  a  major  increase  and  two  items  that  have  shown  a  major  decrease.  Give  a  possible  explanation 
for  each  increase  and  decrease. 

Any  of  the  following  are  possible  explanations: 

Increase  in  beginning  inventory 

Explanation  for  increase: 

The  increase  may  be  a  result  of  too  many  purchases  or  not  enough  sales  the  previous  year. 
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Increase  in  Selling  Expenses 
Explanation  for  increase: 

Selling  Expenses  may  have  increased  due  to  a  lack  of  control  on  expenses  such  as  advertising  and 
sales  stcff  wages. 

Increase  in  Administrative  Expenses 
Explanation  for  increase: 

Administrative  Expenses  may  have  increased  due  to  a  lack  of  control  on  expenses  such  as  rent, 
administrative  salaries,  or  loan  interest. 

Decrease  in  income  before  taxes  (or  after  taxes) 

Explanation  for  decrease: 

Expenses  may  have  increased  at  a  greater  rate  than  sales. 
Decrease  in  income  taxes 
Explanation  for  decrease: 

Government  may  have  reduced  the  rates  or,  more  likely,  taxable  income  may  have  dropped. 
Section  4  Assignment  C 

1 .   Use  the  financial  statements  for  Hie  Heathcliff  Company  to  calculate  the  following  ratios  and 
relationships  for  1989: 

Additional  Information: 

Charge  Sales  $180000.00 
Accounts  Receivable  45  600.00 
Cash  200500.00 

a.   net  income  percentage 

The  net  income  percentage  was  11.1%. 

Net  Income  Percentage  =         ^^^'^^   x  100 
$296  000.00 

=  11.1% 
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return  on  assets 

The  return  on  assets  was  4.5%, 

AverageAssets  =  $688  000.00  ^  $760  000.00 

2 

=  $724  000.00 

$32  838.00 

Return  on  Assets  =    x  100 

$724  000.00 

=  4.5% 
return  on  Shareholders'  Equity 
The  return  on  Shareholders'  Equity  was  7.1%, 

Average  Shareholders' Equity  =  5^75  000.00  ^  $510  000.00 

2 

=  $462  000.00 

Return  on  Shareholders'  Equity  =         838.00  jqq 

$462  000.00 

=  7.7% 

earnings  per  share  (preferred  shares  -  8  000,  common  shares  -  20  000) 
The  earnings  per  share  were  $1.64, 

Earnings  per  Share  =  ^^^'^^ 
$20  000.00 

=  $1.64 

current  ratio 

The  current  ratio  was  3.5. 

$312  000.00 


Current  Ratio 


$89  700.00 
=  3.5 
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f.    quick  ratio  (add  test) 
The  quick  ratio  was  2.7. 

$200  500.00  +  $45  600.00 


Quick  Ratio 


$89  700.00 

2.7 


g.  debt  and  equity  ratios 
The  debt  ratio  was  32.9%. 

^  ^  „  .       $250  000.00 

Debt  Ratio  =   x  100 

$760  000.00 

=  32.9% 

The  equity  ratio  was  67.1%. 

Equity  Ratio  =  100%  -  32.9% 
=  67.1% 

h.  collection  period  (in  days) 

The  collection  period  was  92.5  days. 

$180  000.00 


Charge  Sales  per  Day  = 


365 
$493.15 


r  11   ^    P   .  .      $45  600.00 

Collection  Period  =  —  

$493.15 

=  92.5 


i.    inventory  turnover 

The  inventory  turnover  was  4.7. 

,      ,     ^  $174  000.00 

Inventory  Turnover  =  — — 

$36  800.00 
=  4.7 
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2.   Identily  five  groups  of  people  who  are  most  interested  in  the  performance  of  a  business.  For  each 
group,  give  one  possible  reason  for  their  interest 

Group     managers  and  executives 

Interest: 

They  are  responsible  for  the  efficiency  of  daily  operations. 

Group     board  of  directors 

Interest: 

They  are  responsible  for  major  decisions  affecting  the  growth  of  the  business. 

Group  shareholders 

Interest: 

They  want  the  best  return  on  their  investments. 

Group     potential  investors 

Interest: 

They  want  to  invest  money  in  a  sound  and  promising  business. 

Group     bankers  and  creditors 

Interest: 

They  want  to  be  sure  the  business  can  repay  loans  and  meet  their  debt  obligations. 
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Section  4  Assignment  D 


1 .  The  comparative  balance  sheet  for  Sally 's  Boutique  is  given.  Prepare  a  schedule  of  changes  in 
woiidng  capital. 


Qiecem^er^  31.  1988  and  1989 


1988 

1989 

Current'  .As&etS/ 

25 

Q 

0 

0 

00 

-?7 

Q 

0 

0 

00 

jtcc&tuits/  ^teceion/^ 

36 

0 

0 

0 

00 

40 

0 

0 

0 

00 

jf^ercAanc/ise'  '5^ru>€ntaru^ 

42 

0 

0 

0 

00 

40 

0 

0 

0 

00 

15 

0 

0 

0 

00 

12 

0 

0 

0 

00 

^atal  (jurrtnt  .Assets^ 

116 

0 

0 

0 

00 

119 

0 

0 

0 

00 

Pieced  .As&ets/ 

230 

0 

0 

Q 

QO 

^7Q 

Q 

0 

0 

00 

170 

0 

0 

Q 

OQ 

19Q 

0 

0 

0 

00 

100 

0 

0 

0 

00 

200 

0 

0 

0 

00 

^otal  ^uced  yCs&ets/ 

500 

0 

0 

0 

00 

760 

0 

0 

0 

00 

616 

0 

0 

0 

00 

879 

0 

0 

0 

00 

.^ca/H/iti£&'  and tSAareAo/densy'  Saaiiu^ 

^rrent'  ^la/H/UieS' 

.Accounts^  ^auaA/& 

85 

0 

0 

0 

00 

40 

0 

0 

0 

00 

Qiiindends'  Scuudd& 

25 

0 

0 

0 

00 

10 

0 

0 

0 

00 

^alal  ^urrent^  .^laAdctiesy 

110 

0 

0 

0 

00 

50 

0 

0 

0 

00 

166 

0 

0 

0 

00 

150 

0 

0 

0 

00 

85 

0 

0 

0 

00 

59 

0 

0 

0 

00 

^otal  .^ofia^-^erfrv  .^oAdilieS' 

251 

0 

0 

0 

00 

209 

0 

0 

0 

00 

^<Hal  ^ioAditiesy 

361 

0 

0 

0 

00 

259 

0 

0 

0 

00 

tSAwtAalders^'  Saaitu^ 

^a^al  iSttxA/  -  ^ommonf  tSAaresy 

250 

0 

0 

0 

00 

400 

0 

0 

0 

00 

detained  Saminasy 

5 

0 

0 

0 

00 

220 

0 

0 

0 

00 

^atal  xSAareA/dder^y'  (S^miu^ 

255 

0 

0 

0 

00 

620 

0 

0 

0 

00 

^atal  .j^toAdcties^  and iSAare/udders''  (S<j^utiiy 

616 

0 

0 

0 

00 

879 

0 

0 

0 

00 
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Q^ecemAer-  31.  1988  ami  1989 


1988 

1989 

CHANGES  IN 
WORKING  CAPITAL 

Increase 
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2.  Prepare  a  worksheet  for  analysing  changes  in  working  capital  for  Sally's  Boutique.  Use  the 
information  from  Question  1  and  the  comparative  balance  sheet. 
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3.   Prepare  a  sources  and  uses  of  working  coital  statement  for  Sally '  s  Boutique. 


ScHcrces^  and 9/&es^  o/-^&rAma^  ^o/h^ 
Ve^y-  <Sr,M  Q^e^^/^^  31.  1989 


j(x/c/i£i(mal  SAares^  issued 
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0 

00 

Section  4:  Total  Marks  30 
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Module  5 

Module  5 
Page  5 

Question  3  should  read  as  follows: 

3.   Using  your  answer  from  Question  2  (Total  Bad  Debts),  identify  the  accounting  entry  required  to  adjust 
the  Accounts  Receivable  asset  account. 

Page  22 

Make  the  followmg  change  to  question  1. 

1 .  Using  the  direct  write-off  method,  record  the  journal  entries  on  page  10  of  the  general  journal  for  the 
following  transactions: 

Note  that  the  General  Journal  should  show  page  10,  rather  than  page  1 . 
Make  the  following  change  to  question  2. 

2.  Using  the  allowance  method,  record  the  journal  entries  on  page  11  of  the  general  journal  for  the  following 
transactions: 

Note  that  the  General  Journal  should  show  page  11,  rather  than  page  1. 
Page  27 

Make  the  following  changes  to  question  7. a. 

Insert  the  words  Qass  16  after  $28  000.00. 
Step  2  for  1988  should  read  as  follows: 

Step  2:  Capital  Cost  Allowance  =  $14  000.00  x  40%  (Class  16) 

=  $5  600.00 

Page  28 

Make  the  foUowing  changes  to  question  7.b. 
Step  1  for  1989  should  read  as  follows: 

Step  1 :  Undepreciated  capital  cost,  Jan.  1  $22  400.00 

Add  cost  of  additions  for  the  year  27  000.00 

Total  undepreciated  capital  cost  for  the  year     49  400.00 

Less  cost  of  additions  divided  by  2  13  500.00 

Base  Amount  $35  900.00 
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Step  2  for  1989  should  read  as  follows: 


Step  2:  Capital  Cost  Allowance   =   $35  900.00  x  40%  (Class  16) 

=   $14  360.00 


Step  3  for  1989  should  read  as  follows: 


Step  3:  Undepreciatedcapitalcost,  Dec.  31  =  $49  400.00  -  $14  360.00 

=  $35  040.00 


Page  29 


On  the  Capital  Cost  Allowance  Schedule  (Depreciation)  for  Fred's  Electric  Service,  the  figures  in  column  10 
should  read  as  follows: 

70  775 
3  235 
2  520 
8  400 

Page  44 

Make  the  following  corrections  to  question  I.e. 
c.    The  depletion  rate  for  1 990  was  25.00 % . 


Depletion  Rate  = 


500  000  g 
2  000  000  g 


X  100% 


=  25.00% 


The  Depletion  Expense  for  1990  was  $24  750.00. 


Depletion  Expense  =  ($100  000.00  -  $1  000.00)  x  25.00% 
=  $24  750.00 


Make  the  following  changes  to  question  2.  a. 


2.  a.    The  depreciation  of  the  bottling  plant  for  1988  was  $3  500.00. 


Depreciation  per  Unit 


$75  000.00  -  $5  000.00 
1  000  000 


$0.07 


Depreciation  Expense 


50  000  x  $0.07 
$3  500.00 
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Page  48 


Make  the  following  changes  to  the  answer  to  question  3. 


Capital  Cost  Allowance  -  1988 


The  capital  cost  allowance  for  1988  was  $80  00.00. 


Undepreciated  capital  cost,  beginning  of  the  year  nil 

Add  cost  of  additions  (150  000.00  +  200  000.00  +  50  000.00)  $400  000.00 

Total  undepreciated  capital  cost  for  the  year  400  000.00 

Less  cost  of  additions  divided  by  2  200  000.00 

Base  Amount  $200  000.00 


Capital  Cost  Allowance  =  $200  000.00x40% 
=  $80  000.00 


(Note:  The  delivery  truck  is  not  classified  as  Excavating  Equipment.) 


Capital  Cost  Allowance  -1989 


The  capital  cost  allowance  in  1989  was  $143  000.00. 


Undepreciated  capital  cost,  beginning  of  the  year  (400  000.00  -  80  000.00)    $320  000.00 

Add  cost  of  additions  for  the  year  75  000.00 

Total  undepreciated  capital  cost  for  the  year  395  000.00 

Less  cost  of  additions  divided  by  2  37  500.00 

Base  Amount  $357  500.00 

Capital  Cost  Allowance  =  $357  500.00x40% 
=  $143  000.00 


Page  49 


Make  the  following  changes  below  the  heading  Depletion  -  1989. 


Undepleted  Cost     $630  000.00 
21  500.00 
$608  500.00 


1  750  kg 

Depletion  Rate  =  ^^^^   ><  100% 
=  5.26% 

Depletion  Expense  =  $608  500.00x5.26%) 
=  $32  007.10 
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Page  56 

Make  the  following  correction  to  question  1. 

To  calculate  the  cost  of  paint,  the  following  calculations  were  done: 
one  house  =  20  L  x  2  coats  x  $10.00/L  (40.00  per  4  L) 
Page  58 

In  question  1,  the  cost  of  two  coats  of  paint  should  be  $2  007.00,  not  $1  407.00. 
Page  62 

Make  the  following  correction  to  question  12. 
Variable  costs  are  60.46%  of  total  revenue. 

Page  64 

Question  4  should  read  as  follows: 

4.   Using  the  previous  graph,  complete  the  chart ... 

Page  65 

Make  the  following  change  in  the  information  below  the  Section  3:  Activity  4  heading. 
Delete  the  line  Total  fixed  costs  per  year       $320  000.00 
Page  66 

Add  the  following  information  to  question  1 : 
Total  fixed  costs  per  year  $320  000.00 
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Page  67 

Make  the  following  corrections  to  question  4. 

To  earn  a  net  income  of  $250  000.00, 11  400  bags  must  be  sold. 

$1  425  000.00 
Number  of  Bags  =        $125  00 

=  11400 

Page  73 

Make  the  following  correction  to  question  4. 

Guy  must  drive  50  000  km  to  reach  a  break-even  point  per  kilometre. 
Make  the  following  correction  to  question  5. 

Guy  must  drive  87  000  km  to  reach  a  break-even  point  per  kilometre. 
Page  75 

In  the  list  containing  the  Acme  Fumiture  Company  Financial  Data,  the  Fastening  Supplies  should  be  $2.00 
(not  $20.00),  the  Finishing  Supplies  should  be  $4.50  (not  $45.00),  and  the  Drawer  Pulls  should  be  $1.50  (not 
$15.00). 

Page  83 

On  the  Trendy  Clothes  Comparative  Income  Statement,  the  following  changes  should  occur  in  the  %  Change 
column: 

The  %  Change  column  for  Other  Income  and  Expenses  should  be  blank,  not  1  000.0%. 
The  %  Change  column  for  Less:  Corporate  Income  Tax  should  be  blank,  not  5  352.0%. 

Page  86 

Only  the  following  items  should  appear  on  the  Surf 'n  Sail  Unlimited  Common-Size  Balance  Sheet: 


Amount  %  of  Total  Assets 

Total  Current  Assets  20  300.00  3 1 .8 

Total  Fixed  Assets  43  600.00  68.2 

Total  Assets  63  900.00  100.0 

Total  Current  Liabilities  17  400.00  27.2 

Total  Shareholders'  Equity  46  500.00  72.8 

Total  Liabilities  and  Shareholders'  Equity  63  900.00  100.0 
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Page  87 

Make  the  following  corrections  to  question  1 . 

Change  the  following  figures  in  the  1989  column  in  the  chart: 

Net  Income  From  Operations  117  000.00 

Net  Income  126  000.00 

Net  Income  Percentage  22.9% 

Page  88 

Make  the  following  changes  to  question  4. 

Make  the  following  changes  to  the  1989  and  1990  colunms  of  the  chart: 

1989  1990 

Return  on  Assets  12%  12.2% 

Module  6 

Page  55 

The  name  of  the  form  should  be  Pre-Closing  Trial  Balance,  rather  than  Post-Closing  Trial  Balance. 
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This  booklet  cannot  be  purchased  separately;  the 
Learning  Facilitator's  Manual  for  Accounting  30 
is  available  only  as  a  complete  set. 
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